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PROCEEDI NGS
9:13 a. m

EXECUTI VE DI RECTOR FERM N: Ladi es and
gentlemen, will the nmeeting come to order. This
is a regular meeting of the California Horseracing
Board on Thursday, February 16, 2006 at Arcadia
City Hall, 240 West Huntington Drive, Arcadi a,
California.

Present at today's meeting are Chairman
Ri chard Shapiro; Vice Chairman Marie noretti
Commi ssi oner John Andreini; Conm ssioner WIlIliam
Bi anco; Conm ssioner Sheryl Granzell a;
Conmmi ssi oner John Harris; and Comm ssioner Jerry
Moss.

We are now going to adjourn for a few
moments and go into an executive session. Thank
you.

(Wher eupon, the Board adjourned to

convene the executive session.)

EXECUTI VE DI RECTOR FERM N: We'd like to
reconvene the meeting and have the nmeeting come to
order, please

Bef ore we go on, can we have everyone
take their seats, please, and we'll get going

Once again, would you please come to order or step
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out si de, pl ease.

CHAI RPERSON SHAPIRO: W I I everyone
pl ease sit down and we'd like to bring the meeting
to order.

(Pause.)

EXECUTI VE DI RECTOR FERM N: Bef ore we
reconvene |'d just like to rem nd everybody that
if you're going to participate, please identify
yourself clearly for the court reporter so that
we'll have a good clean record of the proceedings.

And now I'd like to turn the meeting
over to Chairman Shapiro.

CHAI RPERSON SHAPI RC: Good morning to
everybody. This is the regular board meeti ng of
the California Horseracing Board for February.

The first order of -- first, | should
tell you that we may need to skip around on the
agenda a bit because one of the itenms on the
agenda, which is item nunber 5, dealing with track
surface safety and consistency of track surfaces,
there are a number of horsenen, | believe, that
want to be present. And because training hours
haven't yet concluded, we are going to try to have
that item heard around 11:00.

Therefore, the first item of business is
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item number 1, which is approval of the m nutes of
the regul ar nmeeting of January 19th. Does anybody
have any conments or corrections?

VI CE CHAI RPERSON MORETTI : There are
some corrections needed with Dr. Allred s nane.
In 1 think three or four places it's wrong.

CHAI RPERSON SHAPI RO: That's correct.
It's Dr. Allred, not Aldrich. And also it's
referred to --

VI CE CHAI RPERSON MORETTI : Scott Daruty
(phonetic), | think.

CHAI RPERSON SHAPI RO:  Scott Daruty.

VI CE CHAI RPERSON MORETTI : Yes, Scott --
it's --

CHAI RPERSON SHAPI RO: And Tony Al |l avato.
And if you need those names, we can give it to
you. Does anybody el se have anything el se?

MR. KNI GHT: I do have one. | believe

on the second page, the reference to rule 184. 3,

think that should be -- | don't know what, | know
it's not 184. It's 18-- | think 1840-sonet hi ng,
but 1'm just not sure. The heading at the very

top of the page.
CHAI RPERSON SHAPI RO: \Whi ch page?

MR. KNI GHT: It's actually the second
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page of m nutes, top of the page. It's very

m nor, but | just happened to see it, so
Unfortunately, | don't know what the correct
reference is, but I'"m sure that's wrong.

CHAI RPERSON SHAPI RC: Okay. We'll

correct it. Does anybody have any ot her changes?
If not 1'lIl entertain a notion to approve the
m nut es.

COWMM SSI ONER BI ANCO:  So noved.

COMM SSI ONER GRANZELLA: Second.

CHAI RPERSON SHAPIRO.  All in favor?

(Ayes.)

CHAI RPERSON SHAPI RO: Item nunber 2 has
been pulled off the agenda. That itemwi Il be
heard in March.

Item number 3 al so has been reschedul ed
and will be heard in March.

The next item on the agenda is item
number 4, which is a presentation by the Executive
Di rector of the California Thoroughbred Horsenen's
Foundation on backstretch enpl oyees health and
wel fare program and fundi ng. I s anybody here?

MR. BOLLI NG Yes.

CHAI RPERSON SHAPI RO: Thank you.

MR. BOLLI NG: I"m Kevin Bolling,
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Executive Director of the California Thoroughbred
Hor senmen' s Foundati on.

I just wanted to provide you with a
qui ck presentation on the California Thoroughbred
Hor semen' s Foundati on. We supplied sone materi al
in the Board packet, -- go into much nore detail
in the docunents given. And we're not going to go
into all that today.

But the California Thoroughbred
Hor semen's Foundati on provides -- is a charitable
foundati on that provides assistance to the
backstretch workers that are in care of the
t horoughbreds in the racing industry.

Wth that comes -- CTHF provides
assistance to the backstretch communities
t hroughout the entire State of California. So,
it's the major tracks, the state fairs and San
Luis Rey Downs that deal with thoroughbreds.

So in that CTHF provides service for
approxi mately 5000 |icensed backstretch workers
and their immediate famli es. So this is really
the foundation and the core of the thoroughbred
horseraci ng i ndustry, and we do our best to keep
it healthy and strong so that the industry is, as

wel | .
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We | ook through this, CTHF operates two
medi cal and dental clinics. And we do serve as
the primary and preventative medi cal provider for
the backstretch workers and their famlies. I n
many cases without us there would be no routine
medi cal treatment for the backstretch workers.

Each year we treat about 10,000 patients
at the two clinics in Bay Meadows and Santa Anita.
In addition to that we do provide service at the
ot her locations as far as satellite services.

In addition to that, we had over 6000
patients that are referred to outside providers
each year.

In addition to nedical and dental, we
al so provide financial assistance to the
backstretch conmrunities. One of the things that |
want to focus today is really on the on-track
uncl ai med tickets and how that's affecting our
budget .

Currently CTHF receives 50 percent of
the monies fromon-track buying tickets as part of
its annual budget. And as CTHF's board of
directors is beginning the process of
i nvestigating the possibility of seeking

|l egislation to increase that percentage to the
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organi zati on.

So just a quick historical perspective
of the incone. In 1982 CTHF -- 98 percent of
CTHF' s budget was from the on-track uncl ai med
ticket monies, and that was about $1.3 mllion.
In 1994 that was $2.2 mllion. And in -- sorry,
2005, that was only $1.5 mllion. That represents
67 percent of CTHF' s budget, and it's a 30 percent
reduction since 1994.

And unfortunately, every year expenses
for program services continue to increase. And
we' ve had a decrease in that incone.

One sinple scale to | ook at as far as
measuring that and | ooking at inflation is the
consunmer price index. For medi cal expenses this
CPI tends to be a little bit conservative, but we
use that as a basis to go off of. I f we just
| ooked at from 1994 with $2.2 mlIlion, and we
increase that just accounting for the CPl, CTHF
woul d be $3.5 million in 2005 just to equal what
we had in 1994. But we have about $1.5 mllion,
that's 44 percent of $3.5 mllion.

And we reverse that, well, $1.5 mllion
in 2005, what does that equal in 1994 when we had

$2.2 million; that's about $950, 000. So we
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obviously have a problem W' re |ooking at fixing
t hat problem

So, obviously it's increasing revenue
and decreasing expenses. So |ooking at increasing
revenue, unfortunately most of the income that
comes to CTHF is not controlled by the

organi zati on. Since 1994, as |'ve mentioned, 30
percent reduction in the on-track uncl ai med
tickets.

For rate structure the -- have been
decreasi ng, and -- donations have remai ned
consistent the |ast couple of years, even with the
i ncreased conpetition. And we are extrenely
appreciative of the funds that we receive fromthe
racetrack charities and from Stable and Vanni ng.
As those funds have been decreasing over the years
this has really allowed us to continue to provide
services to the backstretch communities. These
funds are extrenely inportant to us, and make up a
| arge percentage of our budget.

So, CTHF, unfortunately, is not a good
candi date for grants. CGranting organi zati ons are
| ooking for | arge open popul ati ons, and what are
probably menbership only. You have to have that

CHRP |icense to receive service
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So, one area that has been increasing is
copaynents from the backstretch conmunity. Those
have been steadily increasing. Since 1994 revenue
from copaynment increase has increased about 1100
percent. So it was about $14,000 in 1994 and
about $170,000 in 2005. And this, the backstretch
community, is probably the least likely of all the
people in this room who can afford that increase
And we try to keep those costs as reasonable as
possi bl e for the backstretch workers.

The other thing we | ooked at is
decreasi ng expenses. I think we've been extrenely
diligent and done a wonderful job in |ooking at
how we can stretch every single dollar, and
maxi m ze the inmpact of the funds that we do have.

We' ve negoti ated service provider
contracts in northern and southern California for
medi cal and dental procedures. And we often pay
80 percent of Medicare, so Medicare pays nore than
we do.

So we've been active in assisting our
clients in getting on Medi Cal, unenpl oyment,

di sability and hospital insurance programs. |
know t hat sometimes a critique of our organization

is getting people on those prograns. But the
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reality is that Medi Cal is one of the | argest
benefit prograns. If we can get people on these
progranms it will reduce the cost to them and
every dollar that we save on one patient is a
doll ar that we can spend on another patient. So
we actively pursue that in getting people on
different prograns.

We've reduced the types of financial
assi stance, the situations that we'll provide. W
have negotiated formularies for prescription
medi cation to reduce those costs. W even reduced
the medi cations that are covered on our
forrmulari es. We even | ooked at adm nistrative
costs in the 2005, seven positions were elimnated
just fromthe southern clinic. And we've also
reduced enpl oyee contributions to -- in pensions

So, unfortunately -- well, fortunately
for us, we've really been diligent in |ooking at
what we can do to reduce those costs. The reality
is that we're running out of ways to reduce our
expenses.

And on top of that the reality is
expenses continue to increase. Medi cal costs have
been increasing 10 to 15 percent annually.

I nsurance, utilities and workers conpensati on
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continue to increase. And since 1994 prescription
costs alone for us have increased 960 percent.

So, in looking ahead attendance are
generally down at the tracks. Again, we're
extremely appreciative of the funds that we
receive fromthe tracks. ADWis expected to
increase slightly, and those funds have been a
benefit to us in the last few years. And, again,
keepi ng us being able to provide the services that
we have.

We notice that we'll plateau at sone
points, and the reality is that we receive
extremely small percentage of those funds. The
funds that were received from ADW begin to match
the funds that we're losing, the on-track tickets.

So, personal and -- donations have been
decreasing. Again, those are very inportant to
us, as well. So what we're looking is we really
need your support. So CTHF is starting the
process to change the legislation to increase the
percentage of on-track unclaimed tickets to the
organi zation to 90 percent, where we currently
receive 40 percent.

We know t hat CHRB uses about 10 percent

of those funds for racetrack security. W
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obviously don't want to infringe on that at all.

But we are | ooking at the remai nder of those

funds.

We're very fortunate in having the
support of the racing industry, and we'll continue
to need that support. In addition, we'll be

| ooking for the support of hopefully the future
endorsement of this Board. W know that through
the | egislative process the legislative commttee
of this Board will be asked for their
recommendati on. And we do | ook for your support
at that time.

So I just want to thank you. A quick
presentation. We're nore than happy for anyone on
the Board or anyone in the industry if they'd |ike
tour one of the facilities, or any questions that
you have to ask, we'll be happy to answer those

CHAI RPERSON SHAPI RO: M. Bolling, |
want to thank you. Obvi ously the work of CTHF is
critical to the industry and of great benefit to
our backstretch workers. And you made a very good
presentation; understand the plight with the
rising health costs and increase in expenses.

I think that, speaking for nmyself, |

clearly want to find every way and avenue to help
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support and maintain the health care that's

provi ded through your clinics. | do intend -- |
did get your letter and | do want to come and tour
the facilities with you.

MR. BOLLI NG More than happy to --

CHAI RPERSON SHAPI RO: I am curious to
know, how much nmoney have you received in the | ast
year fromracing charities, and separately how
much from ADW? Do you know how much money you
received fromthose two entities?

MR. BOLLI NG. ADW | ast year was j ust
over about $200, 000. I don't have the exact
specifics on the track nonies, as far as the
charities.

CHAI RPERSON SHAPI RO: Do you go to each
of the charitable boards of the tracks and make a
presentation or anything to try and increase the
revenues that you get from those charities?

MR. BOLLING: We haven't in the past,
but that's actually sonmething that we are -- we're
pl anni ng on doi ng. The first one, actually
there's two actually next nonth.

CHAI RPERSON SHAPI RC: Does anybody el se
have any comments?

COWM SSI ONER HARRI S: On the uncashed
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tickets, where does the other half go now? You
said some goes to track security, but --

MR. BOLLING. The other 50 percent at
the current nmoment all actually goes to the track
security. And then a portion of that, at the end
of the year, is taken by the state for the genera
fund. So 80 percent of the nonies that go to
racetrack security is about $1.6 mllion. Then
goes back to the general fund for the state. So
CHRP keeps about 20 percent of those funds.

COWVM SSI ONER HARRI S: I thought that
some went to the jockeys. There was sone jockey
fundi ng there.

CHAlI RPERSON SHAPI RO: That is uncashed
refunds. And | think that is a different -- John,
if you could help us here. The jockeys, for their
health and wel fare plan, receive their monies from
the uncashed refunds, is that correct?

MR. REAGAN: Yes, jockeys get the
refunds.

CHAI RPERSON SHAPI RO:  Okay. And the
money t hat goes here is --

MR. REAGAN: The uncl ai med wi nni ng
tickets.

CHAI RPERSON SHAPI RO: -- the uncl ai med
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wi nni ng tickets.

MR. REAGAN: MWhat's referred to
frequently as the outs.

CHAI RPERSON SHAPI RO: The outs. So
they're different pots of npbney. The jockeys have
the same plight because with the increasing
wagering on the ADW and sinul casting, the nonies
that are being generated for the California health
and wel fare plan for the jockeys is also
decreasi ng.

And so as we see this shift in revenue
the nmoney that's available for that is also
decreasi ng. So we should be m ndful of that.

Again, | personally would be welcome to
support whatever efforts that you make
| egislatively or to endorse this. W clearly want
to take care of our backstretch workers, and
clearly they are not in the position to afford the
rising costs.

I woul d encourage you to go to each of
the track's charitable foundations and try to see
what you can do there, too.

MR. BOLLING. And that's what we will be
doing. And we've appreciated the support of the

CHRB in the past, as well.
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DR. ARTHUR: Dr. Arthur. "' m Chai r man
of the Board of the CTHF. And just to point out,
and this is no criticismof anyone el se, but part
of the reason some of the charity money has
decreased is that money has been allocated to the
jockeys fund. And certainly all those entities
have to make a deci sion where they're going to
spend some of that noney.

And we're going to do due diligence to
make sure the industry understand what we're
doi ng, and what we're trying to acconplish. I
woul d |like to point out that we do have 5000
wor kers, and we try to cover themwith this very
limted amount of funds, plus their famlies. And
we're tal king about a lot of famlies, 10,000
patient -- in the last year. Thank you

CHAI RPERSON SHAPI RO: Well, clearly
they're part of the backbone that hel ps keep this

i ndustry alive. And I think we should find ways

to help them It's also my understandi ng, and
don't know t he exact percentage, but | think that
the racing |law provides that -- | want to say 50

percent of the charitable, maybe it's not 50, but
50 percent of the charitable proceeds are

dedicated to horse racing-related matters.

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

17

And so | don't know where -- it's hard
because it's charity, to see if there couldn't be
a movement to see if some of the other non-horse-
racing related matters could be diverted to taking
care of our own, so to speak.

COMM SSI ONER HARRI' S:  Well, one of the
issues, | think, is that | don't know if medica
expenses should necessarily be thought of as a
charity; the private enterprise relies on the
empl oyer and enpl oyee to pay nmedical expenses. I
think this has been, you know, it's been a good
program historically, it's got a, you know, | ong
hi story. You know, keeping the charitable part
alive is inmportant, but | think it's got to be
| ooked at that sonmehow going forward that there be
some revenue conming fromthe enployers of these
people to pay for this.

VI CE CHAI RPERSON MORETTI: You nenti oned
that you have some | egislation in process. Do you
actually -- is there a piece now, or are you
tal ki ng about next year or --

MR. BOLLI NG: There isn't now. We
wanted to make sure that this Board was informed
bef ore we begin that process, so we actually, |

mean, are going to be starting that process. So
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we have nothing --
CHAI RPERSON SHAPI RO:  Just going back to
John's comment, though, but CTHF is a 501(c) (3)
corporation, isn't it?
MR. BOLLI NG: Correct.
CHAI RPERSON SHAPI RO: So, it does

qualify, at least, as a charitable entity.

COMM SSI ONER HARRI S: Yeah, | think that
part is good. I mean they could be the
adm ni strator, but | nmean if the total health care

-- | assune that the people that are receiving
treatment are paying something when they come in,
l'i ke a per --

VI CE CHAI RPERSON MORETTI : He said the
copaynments have been going up

CHAI RPERSON SHAPI RC: Yeah, and if
you - -

COWM SSI ONER HARRI S: So they're paying,
but | mean -- and | hate to see, you know,
training costs go up, because the whol e business
is in an econom c, you know, squeeze. But | think
in today's world it's a bit much to think that al
costs for medical care has to come from charity.
It's really got to come from sonebody.

CHAI RPERSON SHAPI ROC: | agree with you,
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and the problemis |last year there was nearly
$170, 000 of the mllion-four that was spent that
was in copaynents. And unfortunately we're
dealing with people who don't have a | ot of

di sposabl e i ncone. And therefore, |I'm assum ng
that's what the problemis.

And | guess you're right, the training
rates could be increased; or there's a way to get
the empl oyer, which is the trainer, which wll
then be passed on to the owner, and we go through
our normal cycle of problens.

But, you might want to meet with CTT
then and talk to them also, and see if there

couldn't be something from CTT that woul d endorse

19

that maybe there is a dollar extra to the day rate

for every trainer, or passed on to the owner to
hel p suppl ement this.
DR. ARTHUR: We're certainly willing to

| ook at all aspects of this in the current

structure of what we're proposing, | think, really

is the only thing that works, and has worked
currently. I think Comm ssioner Harris has
identified the |long-term problem is whether you
want to make this a benefit or a charity type.

In terms of legislation, Marie, we are
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wor king with Ray Strachs (phonetic) and obviously

not hi ng goes forward with everyone's support. And
it is -- Ray Strachs, the owners have been very
supportive and contributing stabling -- npbney was

the only thing that actually kept us from
operating in the red. W've had -- over the |ast
several years, and we appreciate their support.

But all of the noney is not used for
security by the CHRP from the uncashed wi nning
tickets goes to the general fund, and there
obviously lies the problem But we have to go
unified to get sonething done. And we have been
talking to --

CHAI RPERSON SHAPI RO: Can | ask anot her
question that sonmebody else may know the answer
to. The nmoney that is currently in the worknens
conp fund, it's my understandi ng that the worknens
conp rates are finally starting to decrease, and |
think there's a surplus there.

Coul d any of that surplus be used to
assist CTHF in terms of being used for these
medi cal expenses? Does anybody know the answer to
t hat ?

MR. KNI GHT: I think | can answer that

questi on. I don't believe it can be, no. I think
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that nmoney is designated for workers conmp prem uns
or reductions of out-of-pocket costs for workers
conmp. And | think it would take a statutory
amendment to all ow use of those funds.

COWM SSI ONER HARRI S: I think racing

needs to | ook at, we've got two or three or four

funds. It's pretty confusing, and you know,
people don't like the termslush fund, but that's
what | call it sonmetimes. And | think we really

need to | ook at these and see prioritizing where
we want money to go. | mean we want it to go here
or there, but seens |ike we got this money that
maybe is not really being that well spent; that it
can be better spent soneplace else, or maybe not.
But we need to -- | think racing, collectively,
needs to | ook at that.

CHAI RPERSON SHAPI RO:  Yeah, | think
that's a good idea; and | think that if we could
get the facts on what we have. If we are, in
fact, building a surplus in the workmens conp
fund. And we could make some statutory amendment
that would allow a portion of any surplus, if any,
that exists in a given year, to be directed to our
backsi de workers health care, that m ght be a fund

of nopney that could be made avail abl e.
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Agai n, you know, | view that these
peopl e are the backbone that helps this industry
survive.

DR. ARTHUR: | think whatever solution
has to be sonmething the total industry comes
together with, together with the trainers, the
owners and the Horseracing Board and -- so the
state --

CHAI RPERSON SHAPI RO: Good luck with
t hat .

DR. ARTHUR: -- and whatever solution
maybe is best. And what we did -- we were very
successful with the money we have, and | think
we' ve been very efficient. And | think the
i ndustry, we happen to know that nmoney is being
spent for a very good reason

And if we could supply total health care
for everybody on the backsi de. But, you know,
with 5000 enpl oyees and their famlies, we're
| ooki ng at probably sonmewhere between 15,000 and
20, 000 people that somewhere fall under, you know,
or have access to our, you know, program

And to supply health care for that many
people is an enornmous undert aki ng.

CHAI RPERSON SHAPIRO:  Well, | would
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encourage you to sit down with TOC and CTT and try
to at | east | ook and see if there are any
surpluses in the workmens conp fund, and how to
try to bridge this problem

And if there's any other funds that are
avai |l abl e that could be used to -- | mean we al
agree, you're doing great work and we need to take
care of the people.

But, you know, | think we stand ready to
help in any way we can, as well.

DR. ARTHUR: Thank you

CHAI RPERSON SHAPI RO: Any ot her comments
from anybody on this subject?

COVM SSI ONER HARRI S: There's a program
California, | think it's a federal program
California participates in called the healthy
fam |ies program that enables anyone's children to
get, you know, full medical care including denta
and eye, | think, for a pretty relatively small
amount .

To qualify | think there's sone incone,
it's got to be under 30,000 or 35, 000. But it's
not too low of a -- too high of an incone to
qualify. And we need to make sure that they're

signed up for that.
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MR. BOLLING: We actually assist the
backstretch workers in signing up for that
program and with their eligible income. So
everyone we can nove on to that obviously saves.
It's a great program And we try to nove as many
as we can to that.

CHAI RPERSON SHAPI RO: Thank you, again.
I'mgoing to skip to item nunber 6 on our agenda,
whi ch di scussion on suggestions and efforts that
woul d stop or Iimt illegal gambling in California
by of fshore entities.

This issue was placed on the agenda
because increasingly throughout the country one of
the big issues that's facing racing is that our
signals are being stolen by illegal betting
houses. And we're not deriving any benefit as a
result of that.

This is a problemthat's a very serious
problem and | think that everybody in the
i ndustry woul d agree, is robbing us of much needed
revenues.

I don't know what the solution is to
this, but I think that we, as an industry, should
be | ooki ng at what we can do. And it probably

shoul d al so be in conjunction with other venues,
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t hrough RClI and other organi zations.

So, this was placed on the agenda, not
that we're going to have any solution, but to try
and identify what possible steps we could take.
It's a long-range type of problem

Whet her we should be working through the
federal government; should we be | obbying our
state legislators to assist us. And so | would
like to open this up to any comments by any entity
that m ght have sonme thoughts on it.

Not many thoughts. Okay.

MR. FRAVEL.: I see Chuck Chanmpi on com ng
up. He knows nmore about this than | do, |I'm sure.
But this is a subject that's been | ooked at, |
think, the NTRA funded a very significant task
force that includes all of the constituent menmbers
of the industry to |look at not only the subject of
illegal offshore wagering, but why we have this
phenomenon of a handle going up and purses and
commi ssions to racetracks going down.

And 1'd like to tell you the task force
came out with a recomendation that had a clear-
cut goal or ability to shut down the illega
wagering activities, but | think for the nmost part

the conclusion was that it was a matter for | aw
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enforcenment. And that it's something clearly
within the purview of the California Attorney
General's Office, the U S. Attorney's Office
around the country, and the Justice Departnment.

And from what | understand, for the npst
part, the Justice Departnment, in particular, and
t hi nk most Attorneys General who have spent any
time |l ooking at it, which |I think is relatively
smal |, have concluded that they're not interested,
and | think rightfully, not interested in
prosecuting individual ganmblers who are
participating in the activity.

But there has been sonme novenent of |ate
with respect to, in particular, the acceptance of
advertisements by major publications in this
country fromillegal offshore bookmakers or sports

betting activities.

And, in particular, | believe "The
Sporting News" just paid a several-mllion-dollar
fine, agreed to pay a several-mllion-dollar fine
to the U S. Attorneys Office, | believe in St.

Louis, for carrying, basically aiding and abetting
illegal wagering activity.
And | think that it's interesting that

t hat has not resulted in a massive decline in the
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i ncidents of mmjor publications and websites
accepti ng wagering advertisenments. But | think if
that activity becomes nobre and nmore pervasive
you'l'l find that.

One suggestion | would have would be the
Board, through the Attorney General's Office, to
inquire into, you know, how those actions
proceeded. And see if there's a way to piggyback
on them or encourage U. S. Attorneys in California
to begin to investigate on a sim | ar basis.

Because we all know much of this starts
with adverti sing. You' re probably not going to be
able to stop everything fromillegal offshore
peopl e who you can't reach froma jurisdictiona
st andpoi nt, but you certainly can renpove sone of
the credibility that goes along with advertising
in major credible publications in this country.

So, again, | don't -- 1've thought about
this problem over and over again. And candidly,
I'"m not sure there's anything that private
entities on this one can really do. Maybe Chuck
can enlighten a little bit nmore on that because
he's probably | ooked at it a |lot nore than we
have.

But, it really is a |l aw enforcenent
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question. And the problem that we've had
candidly, is getting |aw enforcenment interested.
They just don't really take it seriously, | guess,
I''m not sure on that. So | leave it to Chuck to
enlighten you further.

MR. CHAMPI ON: Good norni ng. Chuck
Chanpi on, Chief Executive Officer and Chairman of
ubet.com

I think Craig is right on a number of
poi nts. For us to turn our attentions to federal
or state |law enforcenent officers to solve the
problemis probably going to be futile.

Look at just what's going on in the
worl d today around this issue. In the UK
approxi mtely seven or eight nmonths ago an $11.4
billion | PO was | aunched where 70 to 75 percent of
the custonmers of the conpany were U. S. residents.
It's prolific; it's across the world; it's in the
Cari bbean; it's in the UK and the Isle of Mann.

And, yes, ubet has spent a |lot of tine
and attention and energy to try to understand the
probl em and what we, as an industry, can do about
it.

It affects us in simlar ways that it

affects racetracks in that we see our | arger
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custonmers mgrating fromour systenms to offshore.
And nore inportantly, not just offshore rebaters,
all the way out to offshore booknmakers.

We think that the reason for that is
there's a consunmer demand that's being fulfilled
by these individuals. And the industry, as a
whol e, unbeknownst to itself, is facilitating some
of the activity.

Wagers, as you all know, have a
combi nati on of bet types, or whips as well as
exotics. Bookmakers have very difficult times, if
not inpossible, to facilitate, you know, pick-
fours and pick-sixes because of the payoffs. They
have to get those back in the pools if they're
going to take them

Currently we have thousands upon guests
that are entering our parimutuel system and we
don't know who they are. So the first thing |
woul d argue to all of us is we need to understand
who these guests are and there needs to be ful
and total transparency in anybody we're allowi ng
to send signal to legally.

The second thing is that certain
i ndi vi duals, you may know who they are, but you

don't know exactly what their operations are
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doi ng, you don't know if they're, in fact, you

know, taking bets directly and then also |aying
bets off from a bookmaker. So conpliance is a

critical issue along with transparency.

So, our argument to groups such as
yourselves is first know who people are. Make
sure that there's a proper, you know, process to
identify them  Then set up procedures and
policies to the extent possible on those conpanies
so that you can insure conpliance

We went out, as all of you know, and
bought a offshore rebate shop, IRG.  The purpose
for that was to frankly give customers within the
i ndustry an opportunity to go through a regul ated
and conpliant place where, in fact, we knew who
these people were and we knew exactly what they
wer e doi ng.

We believed if we and others did the
same thing, give the industry opportunities to
send ot her customers through those very sane
pi pes, and start cutting off the illegal
bookmakers of fshore.

So, again, | think the first step we
take is to make sure that we know who these people

are and we cut off everybody that we can so we
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don't facilitate the bookmaker. Because if you
ruin the econom cs you slow the business down.

You will not elimnate them even if individuals
are arrested and prosecuted, unfortunately others
will likely step up and the conbi nati on between
spots wagering and horseracing, there's a |ot of
commonality in that. And so, you know, as |long as
i ndi vidual s want to wager offshore in sports,
others are going to offer both sports and
horseracing as an opportunity. And that's going
to be very difficult to conbat.

But at |east we can slow it down. W
can mnimze the inmpact of it. W can start to
get some of the money back into the pools. A | ot
of these guys are not paying anything at all. And
it's a start.

We also can identify the customers who
are engaged in this. For example, in our
dat abases we have about 1500 people that
downl oaded an enormous anount of racecards,
downl oaded an enornous anount of AV, and don't
pl ace a wager with us. Chances are they're
wageri ng somepl ace el se. And in certain cases we
definitely know the individual's wagering offshore

at a bookmaker in either the Isle of Mann or in
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Costa Rica.

So we can identify these people and we
can start working with them and try to get their
handl e back through the parimtuel system first
t hrough education, and then frankly by letting
t hem know, you know, that we in fact do understand
what your behavior is, and if necessary, you know,
we will be involved with others to help you get
back into the parimtuel pool one way or another.
Because their activity is, in fact, illegal

Thank you.

VI CE CHAI RPERSON MORETTI : Does anybody
el se have any comments on that? Okay, sir, come
up.

CHAI RPERSON SHAPI RO: I"msorry, | did
want to ask M. Chanpion sonme questions, but go
ahead. Just stand by.

MR. ALEMANY: Good mor ni ng. My nanme's
Arturo Al emany. I'mthe President of MR
I nternational. Qur organization is based in
Cal i fornia. Over the last 18 years we have served
as the go-between with organi zati ons such as
Cal i ente. At this particular nmonent representing
also entities like the Mexico City Racetrack,

(i naudi bl ) Corporation and a number of shops, in
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Panama, the President of Ranon Racetrack and the
Mel | ones Racetrack in Uruguay. To many of you
friends froma long time ago, many pounds ago.

We felt it inportant to be here today
because when you tal k about offshore or when you
tal k about international sinmulcasting, one of the
cl earest stereotypes that must be clear on our
behal f is the fact that we're tal king about the
mai nl and operations of race bookmakers call ed
Caliente, that's a hot, that service all this
comunity that enpl oys over 15,000 people.

It involves the interlinking of an
uplinking facility in Tijuana, Mexico. And has
served, |ike Roberts communication, or Scientific
Games, for many years, with the same security and
the same transmi ssion guarantees that the industry
does in the United States.

It is very very serious on the
conpetitive side to be able to maintain operations
onshore with the people that have been nmentioned
during this neeting. They need rebating any kind
of disposition when you're rebating the custoner
is very harnful for Caliente and for the other
groups for the fact that they are not able to

afford that.
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The other fact is that we would be gl ad
to help you, as we have for many many years
communi cated with Craig and some ot her people with
the horsemen to police this in any way we can.

We have facilities in basically every
poi nt, Mexico, South Anmerica and the Caribbean to
be able to | ook after this in any way we can help
you.

The Comm ssioner of Racing of Mexico,
Venezuel a and ot her places have come to order over
the fact that a | ot of these shops are basically
working with a very |low staff, and basically
taki ng nostly the phone bets that we don't take.

We don't use the 800 nunbers and the
$7.5- to $8 mllion a year that we provide to the
U S. sinulcasting at the U S. racetracks does not
come from your customers. The fact is that
Caliente and the rest of the conpanies that we
represent bring in the international player.

We don't want to corrupt the nunber of
the international player. The international
pl ayer should be the player that is not betting in
the United States. Here we're tal king about
peopl e that have now maxi m zed the 800 nunbers,

that are taking the customers away from you, and
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they are now going after us.

So, we're coming after the fact that
t hey already have done a | ot of damage to your
mar ket. Now they're beginning to do it in Mexico
City; they're beginning to do it in Guadal aj ara
and Monterry, which are huge markets for us.

So, when you guys catch the flu we catch
pneumoni a. And the fact is that we have a very
serious this is. And these rebaters have done a
| ot of damage with those 800 nunbers. | don't
care what they call it. They have done and
pursued the U. S. Custom and now they're pursuing
our custoners.

As much as you can, because of your
overhead and because of ADDAs that are the result
of racing, going down, | don't think that you can
afford or we can afford to continue to nothing
about rebates and the kind of operations that
we' re discussing.

I'd be glad to be avail able for any
comments, or to explain substantially over the
| ast 18 years sonething that has been very hard to
expl ain. What is it that we do and how the nane
Caliente came together with about 15,000 people

that right now work with five racetracks al
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together, in the strongest union of sinulcast
consumers, the U S. racetracks

So we do have a problem It's a common
problem  And whatever we can, we would |ove to
hel p you. We m ght have a funny accent, but we're
all working for the same goal

CHAI RPERSON SHAPI RO: If | can ask you a
questi on.

MR. ALEMANY: Yes, sir.

CHAI RPERSON SHAPI RC: In your letter you
said that in addition to TBG, and | don't think
we' re picking on TBG, the above-nentioned sites
al so receive direct fees fromthe host tracks, and
to our know edge, not pay a single penny to the
host or horsemen for showi ng the signals.

MR. ALEMANY: That's right.

CHAI RPERSON SHAPI RO: What | inferred in
readi ng your l|letter was that somehow -- correct ne
if I'"'mwong, that they're pirating the -- are

they pirating the signal somehow?

MR. ALEMANY: Yes. At the hub in
Tijuana you have Doc Roberts decoders and you have
Scientific Ganme decoders. We have the authorized
site, the sites that you are kind enough to

aut hori ze for us every season. Those we control
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When we don't get payments fromthe
consuners, we disconnect decoders. In places |like
Juarez racetrack, I1'll be very point blank, and
sone of the border community operations, which we
are aware of, they receive TBG on the clear.

So therefore, if they cannot afford to
make the paynment or they don't want to pay for the
signals, they can just open them up and take them
from TBG

They will put a package where they see
TGB t hroughout the day, and then a few greyhound
tracks that they can afford. And that's how they
keep their places open.

CHAlI RPERSON SHAPI RO:  And is there no
way -- and this may go to M. Chanpi on who may
want to chime in here, is there any way that
technol ogy can stop that?

MR. ALEMANY: I think it would be
difficult. This is not the first time this has
been brought up. I mean we bring that up on a
regul ar basis, we try to keep things clean. But |
thi nk has been difficult.

Because in one way you're working in a
di fferent way that the Europeans sinmulcasting. W

val ue simulcasting; it's worth a lot, so we
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protect the signal. In Europe they try to give it
in the clear. So they don't control it as much as
we do.

But here you have the probl em of
di stribution of a signal to try to get nobre people
to watch it. And then in the border communities
you get people that will take advantage of that
and use it for their own conmercial purposes.

So, | think it's a phil osophica
problem  Technol ogy-wise, | met with Doc Roberts
a coupl e weeks ago, you know, we are concerned
that it's happening more often than not.

CHAI RPERSON SHAPI RO: Thank you.

MR. ALEMANY: Anyt hi ng el se?

CHAI RPERSON SHAPI RO: No, thank you.

MR. ALEMANY: Thank you very nmuch.

CHAI RPERSON SHAPI ROC: Does anybody el se
have any coments? Any of our tracks want to

comment on this?

Well, | see M. Charles is rising from
his illness. He was si ck.
MR. CHARLES: Ron Charl es, MEC. I was

on the commttee, the NTRA wagering task force
that Craig spoke about. And we actually left that

force with very little direction as far as how we
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were going to try to attack this problem

One thing MEC has done over the | ast
year and a half is to try to work with the
i ndustry to stop the advertising of these offshore
books. We worked very hard with the Daily Racing
Form who stopped putting themon their daily
papers. We also worked with the Horsepl ayer
magazi ne.

This is a huge problemin Hong Kong. It
was much |l arger there. They attacked it; the only
way they felt they could be successful was to
conpletely cut out the advertising for offshore
bookmakers. And so they made it illegal to
publicly advertise for offshore bookmakers.

Not saying we can do that here; that was
a solution that was done in Hong Kong.

CHAI RPERSON SHAPI RC: Why can't we do
that here?

MR. CHARLES: | don't know. ['m
bringing the point up that it's the first step and
it seenms like a sinple step, that once we're able
to remove these sites from potential players,
they're nore and nore likely to either play at the
racetrack or through ADW

CHAI RPERSON SHAPI ROG: I know that when
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you go to Santa Anita on a big day there's the
airplane with the banner flying behind it. And
| ast year | approached Derry and | said, you know,

there's this airplane buzzing Santa Anita and it's
advertising an illegal offshore bookmaker. What
can we do about it?

And | think the answer was that, you
know, frankly the Attorney General's Office was
more focused on serious crime than an airplane
with a banner.

Are there state |l aws now that prohibit
illegal advertising? | mean are there |aws that
exi st where it is illegal and it can be, you know,
heavy fines and so forth, through any adverti sing
of illegal activities in the state?

MR. KNI GHT: Not that I'm aware of. The
issue is -- the advertising is the tougher issue.
The ganmbling is illegal. I think there's no
gquestion about that. The Wre Act or the
Interstate Horseracing Act prohibits the wagering
that's not -- doesn't, you know, conmply with those
Act s.

However, advertising isn't expressly
prohi bited by those Acts. So you have, you know,

you have this issue where you have to use the
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ai di ng and abetting approach that apparently
was -- Craig nmentioned it was apparently used back
in-- |I'"mnot aware of that particular instance
But there's no clear-cut issue. And
then you run into the commercial, you know, free

comerci al speech issues, First Anmendnment issues,

that you have to -- if it's illegal, if it's
advertising for an illegal act, clearly an illegal
act . But the problem you run into is at | east
some of these countries it's not illegal where

it's occurring.

However, it's illegal to -- so, you
know, these commercial speech issues are not --
there's no square corners on any of these issues.

CHAI RPERSON SHAPI RO: But if it is
illegal in California to wager through one of
these entities, why couldn't we have -- try to get
a piece of legislation that said that it's ill egal
to advertising any ganbling on horseracing in the
State of California?

I mean why couldn't the industry --

COVM SSI ONER HARRI S: I'll egal ganbling.

CHAI RPERSON SHAPI RO: Pardon me?

Il egal.

COMM SSI ONER HARRI'S:  Only illegal
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ganbl i ng.

CHAI RPERSON SHAPI RO: Only -- no, no,
only illegal ganbling. I can't i magine there
woul d be anybody in this roomthat would oppose
t hat . And since it is depriving the state, it's
depriving the industry, why wouldn't the industry
get behind running a bill that basically is trying
to stop this and make it a very punitive measure.

And, you know, and concurrently | know
that RClI is starting an office of racing security
or integrity -- integrity; and NTRA is doing the
same. And to nme this is sonething that needs to
be attacked both at the state and the federa
|l evel, | agree.

I don't know how you eradicate it, but
at | east we should be stopping the promoting of
it, which will hopefully lead to the eradication
of it. And also work with Congress, because in ny
conversations when | did visit the Capitol, that
they seenmed very receptive to | ooking at ways to
stop this activity from goi ng on.

So, why hasn't the industry tried to
| obby to get a bill that woul d, in essence,
prohibit the advertising of the activity?

MR. CHARLES: I think basically because,
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and |'ve approached the AG a nunber of tinmes on
this, there seens to be a gray area, as Derry was
just discussing, that it's a difficult issue to
att ack. But it's something that we need to now
addr ess. And if we can, take this route of going
after the adverti sing. And, if, indeed, you
know, there is a legal renmedy to do that, we'd be
the first ones supporting that.

CHAI RPERSON SHAPI RO:  The studi es that
I'"ve seen in terms of wagering patterns has shown
that the fastest growi ng segment of wagering is in
the offshore illegal wagering sector. It is the
bi ggest threat to our industry. You know, ADW
pal es in conparison to what anount of handl es
moving fromontrack to offtrack when you conpare
it to offshore.

And so the reason this was put on the
agenda is to see if we can't find a way for
everybody to come together and at | east pronote
sonme form of stopping it. MVhile we nay not stop
it totally, at least then let's try to stop the
advertising of it.

COWI SSI ONER HARRI S: And one thing to
keep in mnd is that there are a |lot of bills

movi ng through Congress now on internet gam ng
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The big problemwith internet gamng isn't really
horseraci ng, it's everything el se.

CHAI RPERSON SHAPI RO:  Ri ght .

COWMM SSI ONER HARRI S: I mean there
probably was nore nmoney bet illegally on the
Superbowl on that one Sunday than on racing the
whol e year.

So | don't know if racing is that much
of a blip on the screen as far as a total issue.
But one of the problenms is that some of these
bills would want to elimnate internet ganbling
period. There would just be no internet ganbling.
And that would, you know, devastate horseracing,
because effectively all of our sinmulcasting --
al nost every bet that's placed, except the bet
pl aced on the live track, is sonme version of
i nternet .

So it's very important we get a carve-
out for horseracing, which the industry is trying
to do. But if we get too enthused with banning,
you know, internet gaming, it's a little bit
dangerous if we don't carve ourselves out of it.

CHAI RPERSON SHAPI RO: Well, | agree with
that, but | would at |east want to see if we

woul dn't endorse, and with the industry, at |east
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a bill that would make it illegal to advertise and
have some very heavy sanctions or penalties that
at | east would di scourage anybody from flying an
airplane with their nane on it, "go bet here", and
trying to advertise it in any publication

MR. CHARLES: Just to clarify that. We
had two airplanes at the sanme tinme, dueling
ai rplanes. We were hoping for a crash, but --

(Laughter.)

MR. CHARLES: -- it didn't work out.

CHAI RPERSON SHAPI RO: That m ght bring a
hell of a crowd.

MR. CHARLES: The other concern that we
have is they are grow ng. You' re absol utely
right, they are growing. And they're also very
active in soliciting our players right off our
tracks.

CHAI RPERSON SHAPI RC: I was going to get
to that, because | know that in conversations |'ve
had with you and others, it's very offensive to ne
when | hear that there are people that are ontrack
who are able to spot who the | arger wagers are and
are actually going up to them and sayi ng, don't
bet here, bet with us and here's what we'll do for

you. It's illegal
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And | don't know how you stop it all.
And M. Champion, maybe -- | don't know if you
feel that this is sonmething that your conpany and
the ot her ADW providers would endorse. And
per haps we could put together at |east a letter or
somet hing and see if we can get sonme | egislators
to try and start a novement in California that
hopefully would spread throughout the country.

MR. CHAMPI ON: Well, as has been said
here today, a lot of the activity that these
i ndi vi dual s engaged in are clearly illegal. And
the AG s Office, not only in California is aware
of it, across the United States.

The Justice Department, | don't think
is really excited about all of this going on, but
I think they have the problem of how do you
enforce it.

You can pass another law that says that
it's illegal to advertise. And you can try to
hol d some of those commercial entities
accountable. The Sporting News was a perfect
exanmpl e where the Justice Departnment was able to
seek and secure, you know, an agreenent to drop
charges, and for the conmpany to pay a fine.

The problemis that there's so many
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others out there, sonme a |lot larger than the
Sporting News, that are already engaged in this,
and the Justice Departnent has not shown yet any
appetite to go after them

Take, for exanple, the | argest again,
Party Poker. The way they get around it is sinmply
to out with a partypoker.net site, as opposed to a
partypoker.com site, and they advertise to the
tune of multi-mllions of dollars a year. The
customers are obviously moving froma free site to
a paid site to a risk-free site to a wagering
site. And 70 percent, as | said, or 75 percent of
the conpany's customers are U.S. residents.

And | think the solicitation efforts
you've hit on perfectly today are not necessarily
mass media that's attracting the | argest amount of
handle shift; it's actually more direct sales and
activity, people ontrack, word of mouth and those
types of things.

So, while, you know, we would support
your effort to try to curtail illegal advertising
activity and the fact was involved several years
ago with Charlie Hayward and DRF to ask himto see
what he can do about it. Ron mentioned was able

to secure a successful elimnation of advertising.
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You'll get the other individuals that quite
frankly will file lawsuits and claim you know,
comercial freedom of the press and everything
else. And | don't think it's going to have an
i mpact on the problem

I think that if you go after the
econom cs of the problem and you go after
customers needs, the customers' needs are not
being satisfied and they're going somepl ace el se
to get them satisfied.

We've got to work on destroying the
model s that underpin that and then be able to
provide, at least to our |arger end custoners, a
mechani sm by which they can stay in our pools.
Because that way there isn't a need to go offshore
to do this.

And as Terry Lanning in a speech | ast
week in Las Vegas said, those customers are not
betting once, those customers are betting twi ce.
They're betting once on the outconme of the race,
and then they're betting they're going to get
pai d.

And so there is some risk involved with
t hese guys being of fshore, and we need to educate

peopl e of that risk; we need to educate people to
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the fact that it's injuring our industry. W need
to educate the individuals that are offshore that
actually the custonmers are going offshore, that
this activity is illegal and that we can identify
some of them and there could be consequences to
that activity.

And then we need to fix the models by
whi ch these others are using, you know, to satisfy
customer needs. That's why we're seeing the
shift. Let's be honest, they're getting a better
deal. And we need to figure that out and prevent
that from occurring. And we need to make that
more difficult for those individuals who are, in
fact, falling back into our pools that allow them
to give those deals.

Because a | ot of these booknmakers coul d
not exi st and wouldn't have these custonmers if
they weren't able to lay off back into our pools.

CHAlI RPERSON SHAPI RO:  Well, | wunderstand
that, and again, what | would hope is that you and
others in the industry then would try to conme up
with sonme plan that we could assist you with to
try and visit whether our models should be redone,
whet her we should be attacking the advertising of

it, whatever we shoul d do. Because this is
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t hreat eni ng your busi ness.

MR. CHAMPI ON: It is.

CHAI RPERSON SHAPI RO: It's threatening
every track's business. And it's threatening the
State of California' s revenue. And this industry
is not going to survive at the current at which we
are |l osing our wagering customers when you | ook at
the numbers. And it's just very concerning to ne.

MR. CHAMPI ON: The other thing is there
is digital rights managenent technology that's
comng that will give, you know, racetrack
operators and uplink and downlink customers -- or
conpani es the ability to do a better job in
encrypting signals and protecting the media rights
of both the tracks and the horsemen.

So that stuff is, in fact, being
devel oped. It's getting nore efficient; it's
getting more regularly deployed. And there are
systens by which now we can nmonitor more carefully
with greater scrutiny of individuals that may be,
in fact, trying to pirate and steal signals.

So that technology is, in fact, being
devel oped and should be deployed through 2006.

And we should be in a better position at the end

of the year to control signals than we are
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currently today.

CHAI RPERSON SHAPI RO: I know t hat
because you gave ne, and | went to your office,
and | saw the data. And you were able to identify
the hundreds of people that are online for hours
and hours downl oadi ng your data and don't make a
wager. Obviously those people are wagering
of f shore.

Do you share that information with | aw
enforcement? Is it --

MR. CHAMPI ON: No, we haven't shared it
with [aw enforcement. \What we have done is we've
engaged with some of those custoners to try to
ascertain exactly why they're engaged in --

CHAI RPERSON SHAPI RO:  Well, you know
why. They're getting a better deal.

MR. CHAMPI ON: Well, that's exactly it.
They are, in fact, getting a better deal. And |
know t hat no everyone in this room would subscri be
to this, in fact, some, you know, are really
violently opposed to it, but there are | arger
customers out there that, in fact, do need, you
know, a different type of arrangenment with us, if
they're willing to wager the kinds of money and

make the kind of deposits into our sport they are.
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CHAI RPERSON SHAPI RO: A frequent wager
program

MR. CHAMPI ON: A frequent wager at very
high Ievels. Sonme individuals are not as carefu
as to, frankly, who they let in and what, you
know, their levels can be quite low. And they'l
give rebates to anyone and so on and so forth.

But we've all basically come, over the
| ast number of years, used to be rewarded for our
| oyalty and our frequency. It happens in our
supermarkets; it happens when we ride on
ai rpl anes. It happens everywhere.

It's not something the airlines wanted
to do, but it was something they did in order to
nmore effectively conpete in the marketplace, as
did supermarkets and as did others.

We can't believe that it's not going to
affect us and that we're not going to have to
engage in it. But if we're going to have to
engage in it, | would argue that we need to do it
m ndfully; we need to do it transparently; and we
need to make sure the individuals that are
involved in it are fully conpliant to the rules
and regul ati ons that Boards |like you create and

that the track partners and the horsemen demand.
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And when we do that and make that
vehicle available to some of these |arger
customers, | think that conpanies |ike m ne and
others, not m ne alone, but others can go out and
start bringing these people back onshore through
| egiti mate channels of distribution at econom cs
t hat make sense for the industry and start sol ving
the problem at that |evel

Because, even again, if, in fact, you
can write additional laws to have them enforced
agai nst individuals and jurisdictions outside of
California, and then outside of the United States,
are problemati c, and probably inmpossible.

CHAI RPERSON SHAPI RO: Well, | don't know
if this is something that the parinutuel committee
shoul d take on. It's a huge task. But | woul d
recommend that there be meetings with you and
others to | ook at other nmopdels that we should
consi der. Because the writing is on the wall.

And you just have to | ook at the data to see it.

And while none of us like the notion of
rebates and so forth, | happen to agree with you
that to be conpetitive in this climte we have to
| ook at what other nodels we can create that wil

bring our fans back that are going to support this
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gane.

And so | would hope that perhaps either
a commttee of this Board can work with you and
others in the industry to at |east investigate
what could we do. I's there another nodel that we
could use that would help up protect our wagering
public.

And | would hope that we could have
further discussion on this and nove this forward.

MR. CHAMPI ON: Thank you.

VI CE CHAI RPERSON MORETTI : Could | just
ask you a question?

COWM SSI ONER MOSS: Could | ask you one
question?

MR. CHAMPI ON: Oh, sure, absolutely,

sir

COVM SSI ONER MOSS: Do you believe nost
pl ayers know they're dealing with an ill ega
source?

MR. CHAMPI ON:  Yeah, | don't think that
they're -- | think there is some that are naive

about who they're dealing with. But nost of the
i ndi viduals that we're seeing where the rea
volume is are very sophisticated guys. And they

know exactly what they're doing.
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Some of them | notice, don't recognize
the inmplications, though. That they don't realize
that the bookmaker they're dealing with is making
no contribution to the sport at all.

It's kind of interesting when you talk
to some of them they say, oh, no, that's not
true, they pay the tracks. No, they don't pay.
Some of them nost of them don't pay the tracks.

So they're not unaware that some of the
activity is illegal, but some of them are unaware
that they're having such a drastic inmpact on the
busi ness, itself.

COVM SSI ONER MOSS: So, perhaps maybe
publicity-wi se we can |l et more people know t hat
they are dealing with --

MR. CHAMPI ON: That's exactly right.

COMM SSI ONER MOSS: -- il legal people.

MR. CHAMPI ON: Right. We're in the
process of |ooking at |east at the 1500 records
t hat we have, which has now grown to al most -- it
was 1500 about three months ago, and | think it's
1675 now.

And some of them were never -- | should
be very clear. A lot of those were never

customers of ours, wagering customers of ours.
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That because we offer the services and products
that we do, and the array of features, that we're
attracting people that are using us, again, in the
interest of full disclosure, are using us to
facilitate their activities offshore.

So these are people that, you know, |'m
not saying canme from nme alone. They canme from
other tracks, they came from other ADW providers,
they came froma |lot of different places.

But they've come to us and they're
consum ng enornous anmounts of audi o/visual and
enormpus ampunts of cards. And the nice part
about it is we can see specifically exactly what
they're doing; the time of day they come; exactly
where they wager; what cards. And we know what
tracks are being affected by that.

And we'd love to work with track
operators across the country and horsenens groups
to identify these individuals, educate them and
then explain to them what they're really doing to
t he busi ness ecol ogy of our industry. And be able
to afford them some type of rebate, volume
di scount, for their activity to get them back
onshore, in the stream

But | need the help of the tracks;
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need the help of the horsenen; | need help from
groups like this that basically say that activity,
while it's not sonmething that, you know, we just
love to do is discount our product, it's sonething
in the world today we're forced to do. Let's do
it in a mndful way.

VI CE CHAI RPERSON MORETTI : M. Chanpi on,
some of your issues, some of our issues here are
not unli ke some of the concerns of the music and
motion picture industries obviously with the
pi racy issue.

They have elevated their issue to the
attenti on of not only state officials, but federa
of ficials. Have you had conversations with their
|l egal teans to see if there's anything that we can
pi ggyback off of in ternms of stopping or |essening
this.

MR. CHAMPI ON:  We, many many nonths ago
actually, nearly a year and a half ago, when
Napster -- or two years ago when Napster was going
t hrough what it was going through, we did have
some initial conversations with them They
t hought the issues were different. Copyri ght
i nfringements, the nature of the conpanies that

were invol ved bei ng domestic- based.
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They thought our problem particular us,
I mean we were very nmuch alone in this two years
ago, would be more difficult. W have not had any
conversations with themin the |ast 24 nonths.
But, you know, it m ght be worth revisiting that
i ssue.

Because | agree, digital rights problens
with music are very simlar to the digital rights
i ssues that you have in this industry.

CHAI RPERSON SHAPI RO: Thank you
Anybody el se have any other coments?

MR. CASTRO: Stay for a minute. I
didn't nmean that as an order

MR. CHAMPI ON: No, I'"m here --

MR. CHARLES: | apol ogi ze.

(Parties speaking sinultaneously.)

CHAI RPERSON SHAPI RO: Where's the
camera?

(Laughter.)

CHAI RPERSON SHAPI RO:  We need a picture
of this.

MR. CASTRO: MWy nane is Richard Castro
I represent the parinmtuel empl oyees. Yes, that
was part of ny presentation right now, | wanted to

|l et you know that we are getting along better. I
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didn't expect this much, though.

(Laughter.)

MR. CASTRO: M . Chanpi on nentioned
sonet hi ng about -- and so did you when you were
there -- about doing research, seeing who is and
isn't betting, that people were using services and
what ever.

That sounds to me |ike you're | ooking at
custonmer service shops, and those are people that
are doing that.

And | just want to share that with you,
t hat maybe we can get together and start talking
about that. I don't nean to be mean, but it just
hit me that this is the kind of customer service
jobs that we would be interested in.

CHAI RPERSON SHAPI RO: Thank you. Agai n,
I would hope to see that perhaps the pari mutuel
comm ttee could call a meeting where we could
bring all of the parties together and at | east
throw out some ideas of, if we were to break the
box of what we do normally, and we were to
consider a frequent wager program if we don't
want to use the nasty word rebate, what coul d we
do?

Because it's affecting every segment of
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our industry. And hopefully maybe we can find sone
way to come up with a different nmodel that m ght
di scourage offshore, illegal offshore wagering and

recover fromthe | osses that we're now facing

COWMM SSI ONER MOSS: Well, can | also say
that | believe we should certainly take Craig and
Ron's suggestion to make it illegal for people to

advertise through these things. And | think that
woul d be a rather easy thing to start with. To
certainly identify this fact, and to see how far
we can take it on a | egal basis.

And at least in the State of California,
which is all we can tal k about here, at |east make
that fact a beginning, so to speak

CHAI RPERSON SHAPI RO: | totally agree
with that. And | think that we should again
proceed on a variety of fronts concurrently to try
to stemthis problem as nmuch as possi bl e.

There not being any nore conment to
that, | don't see -- it's now 11:00 and | don't
know i f anybody from the Horsemen, if we're ready
to go back to item 5.

COMM SSI ONER HARRI S: I see Senat or
Fl orez is here.

CHAI RPERSON SHAPI RO:  Yeah, | think they
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wanted a little more time.

OCkay, we'll go back, then, to item
number 5, which is discussion and action by the
Board on a progress report by the racing
associ ations on the matter of track surface safety
and consistency, including not limted to, the
installation of poly-track type surfaces.

I'd like to ask M. Fravel to make a
presentation first before we get into any
di scussion on this item so that we are clearly,
the Board and everybody el se, understands what
we' re tal king about when we refer to a poly-track
type surface

MR. FRAVEL: Let me start out by saying

this is going to be highly specul ative -- whether
I can actually get this to work, then I'll go to
maki ng the presentation. If you'll bear with nme

for just a m nute.
COMM SSI ONER BI ANCO: Ri chard, could we
have a nmens break and a | adi es break?
CHAI RPERSON SHAPI RO:  Sure.
COVM SSI ONER BI ANCGC: For five m nutes?
CHAI RPERSON SHAPI RO: Okay, we're going
to take a five-mnute rest break

MR. FRAVEL: You m ght want to take 20
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since |"'mtrying to get this --

(Laughter.)

MR. FRAVEL.: Sorry.

(Brief recess.)

CHAI RPERSON SHAPI RO: Okay, we're going
to bring the neeting back to order. And we are on
agenda item nunmber 5, M. Fravel, if you would
give us a presentation we'd appreciate it.

MR. FRAVEL: Thank you, M. Chairman.
Craig Fravel, Del Mar Thoroughbred Cl ub.

I should start out by saying | am not
the sales representative, nor an enpl oyee or
consultant to the Keenel and Race Course or Mark
Collins International, but M. Nicholson was
invited out to nmake this presentation today and
unfortunately was unable to do it. And since
had prepared the presentation for the Board of
Directors of the 22nd District Agricultural
Associ ation and the State Racetrack Racing
Commi ssion, M. Shapiro asked me if I'd be willing
to step in and try to be Nick Nichol son

So I'm not nearly as nice as Nick, but
in any case, |I'd like to make a short presentation
here --

CHAI RPERSON SHAPI RO: We agree with
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t hat .

MR. FRAVEL: Yeah, thank you.

(Laughter.)

MR. FRAVEL: -- on poly-track and kind
of update the Board where we at Del Mar are in
this process. And what some of the things we've
done in the last six nonths or so are.

This actually was the list of people
that we had come down to make the presentation to
the Board of the 22nd District Agricultural
Association in support of our request for funding
for the poly-track effort. And all of these
peopl e who were here were highly enthusiastic
about the project.

I think some of you have heard this nanme
bandi ed about a lot, but aren't really clear on
exactly what it is we're tal king about.

Poly-track is, |1 like to describe it as
a state-of-the-art athletic field. I think many
of you know that the various racetracks around the
country, and California is certainly not alone in
this, are based on designs, and in many cases
still have the sanme sub-base or base that they did
when they were built in 1937 or 1940 or whenever

t hey happen to have been built.
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And while athletic fields around the
United States have been nodified since the 1980s
with state-of-the-art drainage systens and new
synthetic surfaces, racing, candidly, is still,
for the nmost part, back where it was in the 1930s
and 1940s in ternms of track design and
mai nt enance.

So I'd like to describe poly-track to
the Boards | have to present to as a system not
just a racing surface, that goes fromthe horse's
hoof down to the very bottom of the racetrack.

And is designed all to work as one integrated
system

The top | ayer of which is about six
i nches, which conprises sand, synthetic fibers and
recycl ed rubber. In some installations in England
instead of recycle rubber they use a thing called
jelly cable, which is the coating that goes around
copper wiring. But the availability of that,
particularly in the United States, is sonmewhat
under question. Al though | think Keenel and may
have identified a source for it.

So some of the installations in the UK
that have currently been installed are a little

di fferent than Turfway Park in Keenel and, for
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exanpl e.

Al'l of those materials are wei ghed and
combined in a very secret process that with a
m crocrystal and wax, which is essentially a
manuf act ured wax product. It's petrol eum based,
but | don't want you to use the term petroleum
based as indicating any kind of toxicity to it.

The wax that is used is, we have
received all of the environmental inpact data on
the wax, and it's entirely nontoxic. So it
clearly a byproduct of oil and petroleum The
mai n rel evance to that being the effect of oil
costs on the price of wax.

And as |I've told you before, the wax
coating serves a nunber of functions. One is to
i ncrease the shear strength or the ability of the
track to hold together, replacing water, which we
use now currently to do that. And essentially
elimnates water as a variable which affects track
performance.

And any of you who spend any time on the
backstretch and around the racetrack know that
even in California, and maybe even particularly in
California, maintaining the right bal ance of water

and organic materials in a racetrack is probably
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the -- and making it consistent from not only
fromday to day, but from hour to hour,
particularly with the evapotranspiration rates
that we have here in this state, is one of the
greatest chall enges we have

And to the extent | go out to the
backstretch in the norning and get yelled at, it's
typically because our track |I put too much water,
not enough water, you nanme it, he did it.

Sonmeti mes both problens in the same day.

But in any case, poly-track, because of
this wax coating, is designed to make water
irrelevant essentially. It has two other
functions, actually, in addition to holding it.
It also reduces dust, which is a nice
envi ronmental byproduct, and a few other things,
as wel | .

So, the bottom of the racetrack is a
vertical drainage systemwhich in nmy visits to
Engl and they described as a French drai nage
system  And essentially what happens here is that
the track starts fromthe very bottomup with a
cl ean-stone base, drai nage pipes that both drain
longitudinally and latitudinally, so that all of

the water that comes down on the racetrack during
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rain or is applied, goes right through the track
and out into the drainage system

As you can see, the process starts with
the renmoval of the dirt surface. Then the
installation of a dense grade aggregate, sonetines
better known as DG. The vertical drainage system
goes on top of that. A layer of aggregate or
stone on top of that. And then, of course,
macadam | ayer over top of the stone through which
the water that actually falls down in rainfall or
what ever, goes right through the surface.

A couple other itenms, then there's some
testing done. And then the poly-track surface, to
the tune of about six inches, once it's m xed,
goes on top of the macadam surface.

Now, this is the track at Keenel and - -
the training track at Keeneland that's shown in
all these photographs. And as you can see they're
very careful for the truck not to go on the
macadam surface because they want to keep that --
it's not designed for driving on. The actua
wei ght bearing is much nore effective when the
poly-track surface, itself, is down.

As you know, at Keenel and they started

on the poly-track surface doing training on their
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5/8 mle training track in September of 2004. I
think to say that that has proven to be the
preference of horsemen at Keenel and for training
is an understatement. It's hard to find any
horses actually on the main track during training
hours.

And as | understand it, Keeneland is
conpl eting the design process on replacing their
mai n track and have a board meeting in April after
which they will make the announcenment regarding
the installation of poly-track on their main track
during the summer.

And I'mnot in a position to make
announcements on behal f of Keenel and, but | have a
hi gh I evel of confidence that some time in Apri
after their spring nmeet they're going to begin the
process of installing poly-track there.

VI CE CHAI RPERSON MORETTI : So, Craig --
sorry, excuse me, but does that -- so they just
use it right now on their training track?

MR. FRAVEL: It'"s only on the 5/8 mle
training track. And from a racing standpoint it's
on the surface at Turfway ParKk.

Again, all these slides were basically

prepared by Keeneland. W made a few
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modi fications to them for our presentation
pur poses. But | think one of the things you can
see here is this is the Keeneland training track
and you can see how this horse's hoofs just
basically sit on top of the surface.

I think the nost renmarkabl e and
beneficial thing about it, particularly at a
racetrack |like Del Mar, and you can see this area
surrounding it where the horse has stepped, there
is very little inmprint.

The recovery ability of this surface is
so dramatic that after hundreds of horses have
covered the sanme ground, candidly it's very
difficult to see where they have been

I'"ve been to the training surface, the
Warren Hill Gallops at New Market over which about
1500 horses go each morning in strings of 30 or so
sent out by a trainer. It's about as wide as from
here to the table that you guys are on. And if
you wal k out after an hour of training in the
morning, during a little break, you can barely see
where horses have hit the surface. MWhich | think
for any of those who have been out on our
racetrack in the norning and seen where the horses

have worked on the inside, you can see why we
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think this is a huge advant age.

I think fromall of our standpoint the
most significant element of this is safety issues.
And at Turfway Park, for exanple, these are sone
statistics that | presented, | believe, about a
mont h ago, month and a half ago, which show the
number of catastrophic breakdowns for the fall and
hol i day meets at Turfway Park.

Now the fall neet is what they describe
as basically from Septenmber until the end of
December -- or actually September until the
begi nni ng of December; their holiday meet is
essentially through the Christmas holidays.

So this is roughly three nonths worth of
racing. And | should say that in Kentucky they
don't have the sane kind of necropsy programthat
we do in California, so statistics on catastrophic
injury are not as reliable, if you will, or not as
official as what you would find in California.

But these were numbers provided by the
state veterinarian in Kentucky. And you can see
basically during three nonths of racing, four
mont hs of racing, September, October, Novenber and
Decenber, in '04 there were ten catastrophic

br eakdowns. That number was reduced to three in
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2005.

I got off the phone with M. Eliston at
Turfway Park this norning, Bob is the president
there, to update these numbers, and that three
remai ns where it is after another month and a half
of racing into 2006.

Now, | hesitate to emphasi ze these
numbers but | can tell you every summer at Del Mar
there are two nonths, we | ose about between 12 and
16 horses on average, from catastrophic breakdowns
in the morning and the afternoon. These include
both morning and afternoons, by the way.

And to experience three catastrophic
breakdowns in the space of alnmost five nonths at a
racetrack, |I'mnot a statistician, so | can't
el aborate on statistical anomalies or statistica
evi dence, but anybody who runs a racetrack woul d
die for these kind of numbers, to just be able to
have three. And to go nonths at a time without a
catastrophi c breakdown.

Not just for horses, but for riders, as
wel | . I"msure M. Broad will be going back to
the Jockeys Guild and suggesting that they get
behind this effort. Because it is truly a

remar kabl e statistic.
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And we didn't want to rely just on
anecdot al evidence or statistical evidence in
maki ng these determ nations, so this past year we
asked that as part of a study that Sue Stover was
doing at the University of California at Davis
involving a instrunentive horseshoe that Sue had
devel oped, that she go back and do testing at
Keenel and on both the training track, the regul ar
dirt surface, and the turf course at Keenel and.

And see how her data on poly-track measured
up with our expectations and our interests.

And Sue, although it is very difficult,
as Dr. Arthur, | think would concur, to get
academi cs to give you prelimnary responses to
guestions before they fully analyze their data and
have peer review and gone through the entire
scientific research process to publish their data,
I did manage to squeeze out of Sue a letter that
basically gave her prelimnary indications of it.

And we al so sent Sue over to Engl and
through the Dolly Greene Foundation, | believe in
| ate 2003, to talk with veterinarians in the U K
and directly observe poly-track under perfornmance
conditions at both New Market and Lingfield.

And as you can see fromthis response
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at |l east Sue's initial exam nations of her data
i ndi cate that our understandi ngs about the safety-
friendliness of this racetrack are justified
scientifically.

And we al so have worked with the
California Thoroughbred Trainers on a project with
both Wayne Macllwreath at the Colorado State
Uni versity and M ck Peterson of the University of
Mai ne, who has devel oped a measurement device to
measure strain, rate and | oad on racetracks.

And | asked Mck to go back to Keenel and
| ast year to do studies simlar to Sue's, but
utilizing different equipnment.

And as you can see, M ck's response on
the same -- using different equipment basically
led to the same concl usi ons. That you have a
significant |lower nodule means the |evel of
conmpression in the racetrack, which | refer to as
recovery and hi gher sheer strength, which I think
is something that also lends to reduci ng soft
tissue injuries.

And so as a result we have a | ower
i ncidence of fractures and hi gher sheer strength
resulting in a |lower incidence of soft tissue

injuries.
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And anecdotally, as well as through some
research that the fol ks at Keenel and have done,
and Turfway Park, that is borne out by their focus
groups and neetings with trainers and jockeys, as
wel |, who have been perform ng over the surface at
Tur fway Park.

And | have spoken in person with a
nunber of those trainers including Patrick
Bi ancone, Wayne Lucas who, although he's a very
positive person, doesn't tend to be positive about
racetrack surfaces, and Wayne conti nues to be
hi ghly enthusiastic about the potential for this
racetrack surface.

These are some statistical -- now for
those of us who care nore about nmoney than we do
about safety, these are some issues that relate to
the financial side of this equation.

And | have to tell you that these are
sort of m nd-boggling nunbers. I wouldn't pretend
to suggest that they would be replicated here in
Cali fornia, although we all know that we have had
a significant decline in product quality over the
| ast 15 years. We're |loathe to admt it, but even
if we maintain our field size where we do

currently, which is struggling to stay above ei ght
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in southern California.

You can see that at Turfway Park, which
is admttedly not the caliber of racing that we
have here in southern California in particular,
but through the 2005 holiday neet you can see the
results froma financial standpoint.

Now, again, | was speaking with M.

Eli ston several times in the |last two weeks and
the report from him was that during January their
handle is up 99 percent over the same period | ast
year.

Now t hat includes several sort of
extraneous factors. One is they haven't had to
cancel any racing days where they had to cancel
several, |'mnot sure of the actual nunber, in
2005 during January because of weather. MWhich is
actually one of the reasons they installed poly-
track. And they also have started doing business
again with New York OTB, which they did not do.

But even kind of factoring in sort of
sane store sales, if you will, M. Eliston reports
to me that their handle is up about 35 percent at
a m ni mum And | don't think even at Del Mar
where we've been fortunate enough to have sonme

increases in handle of 1 to 2 percent, sometines
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5, in the last few years, none of us can report
that kind of positive financial results.

We did some sort of projected annual
benefits if we just increase the handle by 2.5
percent, which |I think is modest considering what
I think the potential benefits of extending the
lives and performance of these horses would be.

And at 2.5 percent our projected annual
benefit, we projected annual maintenance savi ngs
of a half-mllion dollars, revenue increases of a
little over half-a-mllion. By the same token, at
5 percent, our project annual benefit was 1.6
mllion.

Now, obviously we didn't include the
purse side of the equation. Not because we don't
think that's relevant, just because of the |ack of
space. And the purpose of this presentati on was
to justify the investnment for the people that we
answer to.

But we think that at Del Mar, which is
only a two-nonth race meet, by the way, the
possibilities for payback are in the three- to
four-year category, which for most standpoints is
a pretty decent payback peri od.

A |l ot of people have said, well, what
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about horses that |eave a poly-track |ocation and
go somewhere else. And to the extent there were
some statistics in 2004 and 2005, that horses that
were just training at Keenel and, which was the
only poly-track surface at that tinme, made 25
percent nmore starts and won 80 percent nore races
than horses in a conparable timeframe 12 nont hs
prior to that.

Field size. Volume of '04, 8.5 holiday
meet, '05 10.4. I think that's noderated to a
degree that there are nore between 9.5 and 10 at
this point. I don't have the conparisons for
January through the current timefrane.

But | think that as you can see, to a
degree, Turfway didn't have the sanme kind of
probl ens that we have had in field size. They run
a | ot of cheap horses and they've historically had
relatively larger fields, but they have still
realized what | would consider at |east a hal f-a-
horse increase in average field size. Which
t hi nk, again, any of us would take it tomorrow if
we could get it.

M. Charles could tell you what it's
done for his rate nmeet just this year, to go from

where they were |ast year to their current field
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size averages. And it's been obviously very
meani ngful with the recent purse i ncrease.

I think this is another element of
things that is not overlooked, but sonetinmes
people say, well, | don't know if we're really
going to get that kind of wagering activity, or if
people are really going to pay attention to it.

Well, the fact of the matter is that one
of the reasons we like this track is because it's
S0 consi stent. Not only day to day, but fromrail
to rail. And just from a design standpoint
intuitively that makes trenmendous anounts of
sense. And is borne out by the |lack of biases, if
you will, on the racing surface.

Which | think also explains why handl e
woul d be up 99 percent in 2006 year-to-date,
because candidly | think if you can elim nate
significant biases in racetracks, which | believe
ultimately become a deterrent to | arge wagers,
you're going to advance the cause dramatically.

And just the statistics during Turfway
thus far have proven that people can win from
anywhere on the racetrack. And that's all, even
t hough we get accused of monkeying with the track

to generate pick-six carryovers, really what we're
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interested in is a fair racetrack that allows
what ever horse's running style effectively for
them to have a fair shot at winning. And | think
that this has denonstrated itself at |east to date
at the Turfway Track.

| should point out, you know, Turfway is
the very first installation of poly-track in this
country. And it has been in place in England at
Lingfield for about five years. At Wbl ver hanmpt on
for about two years now. And it's being installed
at a racetrack in northern England, | believe,
even as we speak, or is about to open.

And | woul dn't suggest to you that the
Turfway Racetrack is exactly what we woul d have
out here in California. Keenel and and Martin
Col l'ins have been doing a variety of testing with
di fferent sands. Sourcing sand, as | reported at
our | ast Board neeting, has been difficult. And
they are actually testing with some different
sands from Nevada, Modesto and sand actually
trained in from Chicago, to find optinum sand
m xtures and availability of wax that would be
most suited to usage here in California.

And M. Nichol son has indicated to me

that they would |ove to cone out here and not only
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meet with the racetracks, but horsemen and the
commttee that the Board formed at its | ast
meeting, to really talk about, you know, how poly-
track would | ook here in California. And what
progress they've made in ternms of, you know,

finalizing a fornmulation that they think would

wor k.

I would tell you, | don't think they're
100 percent final on that yet. I think they're
still, you know, doing some fine-tuning on it.

And | think a neeting with them and all of us
woul d be very hel pful in the near future.

Keenel and, as | told you, did some --
enpl oyed a research group, an independent market
research firmto do face-to-face interviews with
trainers and jockeys during the fall meet and the
2005 holi day meet.

Some of those results were, as you can
see, 57 trainers, 35 jockeys. And you can see the
mar gi ns of error and the confidence levels in
those reviews.

The first question: Do you feel
Turfway's poly-track surface is safer than other
racetrack surfaces. A 95.4 percent positive

response to that from jockeys.
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Average rating on safety, 9.3 with 83
percent giving a rating of 10 or 9. Trainers, 85
percent felt it was safer than other racetrack
surf aces. I think it's remarkable that 85 percent
of trainers agreed on virtually anything, or even
answered the question, so this is a particularly
significant statistic for ne.

And, again, | think |I emailed a copy of
this to Chairman Shapiro before we nade this
presentation at Del Mar, so any of you who would
like a copy of it afterward are welcome to have
it.

These are some sorts of anecdota
comments by the jockeys. And | think two of these
are really pertinent. I mean they're al
pertinent, but the one that says it's kind on
horses, it really hel ps horses that are sore. The
al most glide over it; it's very snooth on the
physi cal horse. I was amazed by the consistency.

These are things we've heard over and
over again, not just fromthings from Keenel and
and fromthis research, but when we were over in
the U K., when we tal ked to jockeys, trainers, who
not only trained over it for, you know, a hour or

two, or ran over it for an hour or two, but did
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it, you know, month-in and mont h-out, and did it
every day at New Market, candidly we couldn't find
anybody to conplain about it, which around a
racetrack is a mracle.

Again, simlar kinds of responses from
trainers. And just anecdotally, | don't have any
statistics on nme right now, but the reports in
terms of many are saying that they can get horses
back to the races more quickly. That they're
getting nore starts out of them that overal
benefits not just for the racehorse, but
ultimately for all of us in ternms of the yield, if
you will, on our investment, is dramatically
increased with this surface.

Back to the question of biases. Jockeys
are actually probably the best witnesses on the
bi as questi on of anyone, because whenever you want
to find out if you got a problemwith your
racetrack the first place we go is the jocks to
try and -- at |east the ones we trust -- to find
out what their views are on the biases.

And by a large, you know, their reports
back to us are very consistent with what we really
get from bettors and other people. And you can

see that 97 percent of the jockeys at Turfway
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during this research indicated the track was bias-
free. And the same with trainers.

That's the end of my slide show. I did
want to report on where we are. Again, with M.
Shapiro's help and Howi e Zucker, Richard Mandell a,
Drew Couto and Hal pern, Greg Ferraro and Rick
Art hur, we made a presentation to the 22nd
District Agricultural Association, requesting an
all ocation of funding. They were very receptive
to it.

Obvi ously, they realized and we
recogni zed that there were additional hurdles to
cover, including the California Coasta

Comm ssi on; and, you know, some additional, as |

said, we're still finalizing with Keenel and what
the sand sources will be, and the m xture that
wi |l be appropriate to our venue. So we're not

able to provide final budget estimtes.

But with the understandi ng that we woul d
come back with additional information before we
make a final construction go-ahead. They approved
our proceeding with this, and filing with the
Coastal Comm ssion for a permt. And the State
Racetrack Leasing Conmm ssion, which is the

ultimate authority that oversees our operation,
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unani nously approved Del Mar's proceeding with
this.

So we are working diligently to answer
any of the questions that are out there; to work
wi th Keeneland and to make sure that we have the
optimum situation for California. And we're very
hopeful that as soon as we clear all these hurdles
we'll begin the installation process.

CHAI RPERSON SHAPI RO: Thank you, M.
Fravel . | appreciate it very much that you stood
in for Nick, and almost did as good a job as he
does.

I would like to just circle back and
rem nd everybody that this is back on our agenda,
as two mont hs ago we held a nmeeting at Holl ywood
Park and di scussed this initially and said we'd
report back on this subject.

In the year of Novenmber '04 to Novenber
'"05 we had 320 horse fatalities in California. 1In
the prior year the correspondi ng dates would 243
horses. That does not include injuries and other
problenms that we suffer on a daily basis.

We can't afford, in nmy opinion, not to
move forward with this. And | applaud Del Mar and

other tracks who are | ooking at it.
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It's my understanding that M. Collins'
poly-track surface is not the only surface that's
avail able, and | don't think that it's our intent
to endorse any manufacturer, but rather this type
of a surface. I know that there's Topeda and sone
others that are out there.

In my opinion this is critical to noving
California forward. And we al so have stated that
we would like to assist the industry with
subsidizing in any way possible the expense of
installing this.

Towards that end | do also want to think
that M. Liebau and his |egislative advocates, |
beli eve, are | ooking at ways to try and seek sone
| egislative relief or incentive to offset the cost
of installing a poly-track surface, which is
somewhere between $6- and $9-million for the
entire type of installation.

But, again, given the benefits that are
to be derived fromthis, and the conpetition that

we face throughout the country, in my mnd it's
sonmet hing that we nmust nmove forward with, and we
must nove forward with i mmedi ately.

I's there anybody else in the audi ence

that would like to add further to their opinions
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on this subject?

MR. ZUCKER: Good afternoon; |'m Howard
Zucker, CTT Board. I want to thank M. Fravel; |
want to thank the members of the Board and the
other track operators for keeping this subject in
your focus.

I think it's a big imrovement just
having it in your focus. And | see novement. But
I'"mhere to tell you that as of now we're still in
the same place we were two nmont hs ago when we cane
before you. W've got a |lot of problens, way too
many probl ens.

The numbers that Craig showed at
Turfway, as far as catastrophic breakdowns goes,
with half the nunber of starters we currently put
down four times the nunber of horses. A polymer
surface of some type certainly seens to be the
answer. Everywhere they've used it, at [|east
these tragic breakdowns have fallen way off.

There may be different types of these
poly-tracks. I think the racetracks have to
deci de for themsel ves what they're going to put
in. And the difference between the poly-tracks
that |'ve seen are Keenel and and Turfway.

May have something to do with the
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different tinmes of year they run or the different

mat eri al s avail able, but in any
it comes up winner as far as sa
And I'd like to ask t
up, maybe Charlie Dougherty to
di scuss sonme of the problenms we

know he came down from up north

case, every tinme
fety goes.
he trainer to cone
come up, and
've been having. I

and wanted to

carry a message from some of the trainers at

Gol den Gat e.

And |, nyself, was to
to mention to you that they wer
particularly tough time there a
can't believe it's any tougher
havi ng at Santa Anita. But, Ch

MR. DOUGHERTY: Char |
Cali fornia Thoroughbred Trainer
northern California.

As Howard said, train
you know, going through sim|lar
sout hern California, whereas it
continual problemwi th the raci
in particular, it could be the
could be the overall track surf

I know in the case of

it is almst the unani nous opin
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than the tinme we're
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ers up north are,
problens as in
just seens to be a
ng surfaces. And
mai nt enance, it
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Gol den Gate Fields

ion of the trainers

(916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

88

up there that we need to have a resurfaced
racetrack. What type of surface goes in, | think,
you know, we all need to work together on.

But, you know, the nunbers are pretty
telling up there. The | eading trainers are just
getting nore and more frustrated with the amount
of horses that they have to take out of training,
are going through surgeries. One particul ar
trai ner gave me a sheet that, just in the fall,
| ost over 20 horses while training and racing over
t he Gol den Gate surface.

And this is not just to pinpoint it at
Gol den Gate Fields, because we are going back and
forth; and there are two different surfaces
bet ween Bay Meadows and Gol den Gat e.

You know, | talked to the |eading
veterinarian practicing in northern California who
probably treats 40 percent of the horses in
northern California. And he tells me he's
aver agi ng about 15 surgeries a month right now.
And he said five years ago that would have been
about eight surgeries.

So, it's pretty telling and dramati c,
the amount of increase in the anmpunt of injuries.

And we just need sone new surfaces in the north,
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as well. And, you know, all the trainers are in
support of a new surface

What type? You know, | know that
there's some questions as to what specifically
shoul d be put in. But we have mmj or problens up
there with the surfaces.

CHAI RPERSON SHAPI RO:  Thank you.

MR. MANDELLA: I am Ri chard Mandel |l a,
horse trainer. | just like to speak at these
t hi ngs.

(Laughter.)

MR. MANDELLA: I think everybody in this
i ndustry, especially the people here today, owe it
to the game to pay attention to the nunbers that
have been on this board, and realize we have to do
everything we can to protect horses. Too many
have been put down; too many injured. The game's
very fragile because of that.

I would make some suggestion that in the
com ng months, this is very obvious that it's a
steanroller effect and it's going to get stronger
and stronger. And | would use the |ikeness of a
di fference between an engagenment and a marri age.
For six months you're engaged and you're just rah,

rah, rah, everything's exciting.
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trainers, including nyself. And we all realize

that | ast week before you get married you start

noticing gee, she has a pinple on her face,

(Laughter.)

MR. MANDELLA: -- she walks a little

funny, you start getting the heebie-jeebies. And

I hear a |l ot of that --

(Laughter.)

CHAI RPERSON SHAPI RC: Good |l uck when you
get hone.

(Laughter.)

MR. MANDELLA: Realize that the closer
you get to it, the nmore pressure will be put on
trainers, owners, racetracks about the expense of
doing this and the change that's com ng. And the
heebi e-jeebies will set in.

And you all have to be strong and
recogni ze that these nunbers are very inportant
and you have to stick to the course. And we need
to get something done.

Thank you.

CHAI RPERSON SHAPI RO: Thank you, M.
Mandel | a.

In light of that | would like to nmake a
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motion related to this. And that notion would be
to adopt a rule that would read as foll ows:

As a condition to license any track that
operates four weeks of continuous thoroughbred
racing in a cal endar year nust install a polymer
synthetic type racing surface by no later than
Decenmber 31, 2007."

I's there a second?

COWM SSI ONER MOSS: | second.

CHAI RPERSON SHAPI RO:  Seconded. I's
there any discussion on it?

There being none, 1'Il call for the
vot e.

Al'l those in favor?

(Ayes.)

CHAI RPERSON SHAPI RO:  The nmotion is
unani mously approved.

COWM SSI ONER HARRI S:  We need to put
this out for comment and all that?

CHAI RPERSON SHAPI RC: Yes. This will be
put out for a 45-day comment period. Thank you.
| again urge the industry that we need to do this.
We understand it's a great expense. It's not --
we can't sit around and argue over how it's going

to get paid for.
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I think everybody should be receptive to
what ever means to assist it being installed
whet her it be C&C funds, there could be no better
marketing than installing a good racetrack.

Whet her it's through | egislative efforts. I think
t hat everybody should band together, but we need
to get this done and we need to get it in now.

I would hope to see that there could be
a succession of installations starting with one
track, whether it be a manufacturing plant in
California, that the tracks get together so that
we can have consistent racetracks throughout
California. And we will put California back in
the | eadership of its racing surfaces in the
country.

MR. FRAVEL: M. Chairman, Craig Fravel
again. Just one thing | forgot to mention. There
has been one installation of this surface on the
west coast. And M. Nicholson and |I discussed
perhaps having a group go up to see. There's a
training center in the State of Washi ngton that
actually junped on the band wagon very early on
and installed it within the |ast three or four
nont hs.

And I'd Iike to try and schedul e
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something with the track commttee that you
appointed at the last neeting to go up and take a
| ook at that surface and --

CHAI RPERSON SHAPI RO: Can we go to
Li ngfield, instead?

(Laughter.)

CHAI RPERSON SHAPI RO:  Thank you. I''m
sure we would like to do that.

MR. FRAVEL: You can go anywhere you
want .

CHAI RPERSON SHAPI RO: Thank you. Al
right. I"mstill junping around on the agenda
only because the item nunber 7, which is going to
be probably the nmost |lengthy item half the people
that aren't in the room are outside dealing with
it.

So therefore |I'd like to nove on to item
number 8, which is the staff report on the
concl uded race nmeets of Sacramento Harness
Associ ation and the Hollywood Park Fall Racing
Associ ation.

MR. REAGAN: Conmm ssioners, John Reagan,
CHRB St af f. As you indicated, in the package we
have the two end-of - meet reports. Both meets saw

increases in their average daily handle, ontrack
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handl e and offtrack handle, so we're always gl ad
to see that.

If you have any questions about these,
we'll try to answer them

COVM SSI ONER HARRI S: It's Sacramento; |
was hopeful that with their new managenment there
that they would be able to increase their ontrack,
but it |ooks |like that didn't really happen. I's
there sonme - -

MR. REAGAN: Well, | think we had a 4.7
increase in the ontrack handl e.

COMM SSI ONER HARRI S: I mean ontract
at t endance.

MR. REAGAN: Oh, attendance, yeah.

COMM SSI ONER HARRI S: I mean ontract
attendance is still pretty dismal for that big of
a mar ket . | didn't know if there's sone

initiatives they have going forward and maybe they

haven't been able to do yet. O is there sone --

I just hate to see, | mean there's nore people

showi ng up at a bad nmovie than the harness races.
CHAI RPERSON SHAPI RC: M. Schick, could

you possibly give us an update on your efforts and

what's goi ng on?

MR. SCHI CK: Good nmorni ng, Chairman
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Shapiro, Vice Chairman Moretti, Conm ssioners.
Chri st opher Schick, Sacramento Harness.

Just wanted to give you an update.

Obvi ously we did see some increase in ontrack
handl e; overall our handl e was good. We did race
25 percent nmore days than the conparison period.
So we added seven Wednesdays into this mx.

So, the numbers would have been
significantly higher if we didn't add those
Wednesdays in. But we really needed to give the
horsemen that opportunity to race. And com ng off
the racing at the State Fair, our horses were
ready to race. So, we did run 53 days versus 43
days for the period of |ast year.

So, on bal ance, we were reasonably
satisfied with the results fromour first meet.
And I'd like to publicly thank the staff, Ms.
Ferm n, John Reagan, Roy M nam , and the entire
staff has been really hel pful to us. Obviously
there's been a |l earning curve for us, being our
first neet. And | appreciate their help.

Qur average starters went up, although
we raced 25 percent more days, we went from 7.5 to
7.7, and | think we're making some progress noving

forward this neet towards the eight starter per
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race marker. So that was positive.

Qur track was in great shape the entire
meet. We just got through a big discussion on
track, and hopefully we would be excluded from
that poly-track notion. But we had no breakdowns
at all for the entire meet during the racetrack.

Qur surface, by all accounts of the
horsemen, was in great shape. I think that was,
in fact, due to the fact that the track never got
changed over to thoroughbred racing, and then
having to be changed back. That's a big ordeal
every year, and it really kept a very consistent
surface comng into our fall meet. And we were
rather dry for the fall, too.

So we were really happy with the track
no breakdowns. We |owered our qualifying standard
for racing by two full seconds, which obviously we
received some of the wrath from the horsemen, but
we need to inmprove the quality of racing there.

We had a track record on Novemnber 19t h,
a horse that came out to race in the UBet pacing
series, a world champion road kill. Went to first
sub 150 mle in California, 149 on November 14th.

So the racing was good; the fields were

fuller; it was very conpetitive. And | think the
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fans, after 24 months of decline in handles, are
slowly com ng back to the product.

To address Conmi ssioner Harris' question
mor e about the attendance. We are m dway through
a $1.4 mllion grandstand and turf club renovation
ri ght now. It's a maj or endeavor for us, as a
young conpany. And we're expecting it to be done
by the end of April

We' ve been, over the winter, kind of

strategizing what our marketing plan is going to
be, but we do have a strong plan in place for when
this project comes online. W think it's going to
really help market the sport in Sacramento, really
i mprove the experience for the ontrack patron.
And that's something that's really been | acking
with this facility that we've been dealing with
here. So, hopefully this renovation project wil
really help. We're optimstic that it will

I want to mention on the marketing fund,
in addition to the renovation, we |aunched a radio
show whi ch has become very popul ar on KHBK-1140.
It's the K station in Sacramento; Saturday
morni ng, 10:00 to 11:00, dealing with horseracing.
We deal nmostly with harness racing, but we dea

with quarter horse racing and thoroughbred racing,
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as well. And it's turned out to be a very popul ar
show. It was the |leader in the Arbitrons in the
fall book, believe it or not. We were shocked.

So the radio show s going good. We're
getting ready to |aunch our television show on
Concast Sports Net within the next couple of
weeks. So, we've got some strong marketing going
forward.

In terms of the community, we're a not-
for-profit conpany. We' ve had sone substanti al
i nvol vement in the community. W had a $50, 000
contribution to the 9/11 menorial at Cal Expo,
which is very inportant to Cal Expo and a nunber of
their directors. And it will be a real nice
project for the conmunity once that gets done.

We've also -- we're a major sponsor in
the Shriners Northern California Childrens
Hospital in a golf tournament there that rai sed
75,000. We had a community night for the
Sacranent o Regi onal Foundati on where we gave away
the gate. We were very proud of the fact that we
had over 2400 gatepeople on this night. And I'd
also like to publicly thank Chuck Champi on and
UBet was the sponsor of the signature race that

ni ght, the UBet Free-for-All pacing series. And
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we had a big crowd there that night; it was a
prototype event for us noving forward, and we know
what can get people to the track, and we did it on
Novenber 12th. And it was a big night.

So, we got a |ot of things noving
f orward. Our meet so far, this so far we've raced
22 nights; it's going real well. And we're
optim stic that we're going to keep going.

We do face sonme maj or chall enges |ike
you hear fromthe thoroughbreds, trying to keep a
conmpetitive product on the field. W're going to
have no | ess than seven harness tracks open in the
next six months that are going to have sl ot
machi nes. And it's going to be a major chall enge.

Not so much that the people that we have
here are going to |l eave to race in those venues.
The people that we have are fairly conmitted to
racing in California. It's just going to make the
market, the recruiting efforts to get new st abl es,
and the market for our people when they go back to
the sales, trying to buy horses. It's going to
put them at a huge conpetitive disadvant age.

So, we're working on a plan right now to
of fer some major new horse incentives, going

forward. We had a pretty strong plan coming into
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ul. We're going to

build on that and even make sonme real strong

i ncentives for people getting n
forward.
So, all in all, you k

satisfied with where we are, an

ew horses goi ng

now, we're fairly

d I'd be happy to

take any questions from the Comm ssioners.

CHAI RPERSON SHAPI RO
Schick. And I do want to conpl
of the new handle records that
I've seen that your handl e has
hope you will continue your mar

bring live fans back, and when

Thank you, M.

i ment you on some
you' ve had of
been increasing.
keting efforts to

t he renovati on

project is done. And | also see that you've

brought sonme new stables out fromthe east, and

think that's a positive step, t
wi sh your continued success and
MR. SCHI CK: Thank yo

CHAI RPERSON SHAPI RO

MR. LI EBAU: My name's Jack Liebau from

Hol | ywood ParKk. I'd just like
m nute on the results of the Ho
nmeet .

I would say that |I'm

them but | think that they need to be reviewed so
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t hat people realize exactly what happened. W do
not have a turf course, as everybody knows. But
despite the absence of a turf course our average
number of starters was 7.4 conpared to the
previ ous year of 7.5. And | can tell you that
that's even closer than one-tenth, because there's
roundi ng that has been involved in getting to
t hose nunbers.

Qur average handl e per starter was up a
little bit. Also, | think that when it was
| earned that we weren't going to be able to use
the turf course that we had inherited, there was
sone fear expressed by representatives of Santa
Anita and the Thoroughbred Owners of California
that we m ght use up the entire popul ation of dirt
horses, and thereby hurt the com ng neet at Santa
Anita. That has certainly proved not to be the
case. Santa Anita has had a fantastic field size
is concerned.

As far as our average daily handle is
concerned it was up slightly, as was ontrack and
offtrack in California. The average daily was up.
We were down as far as out-of-state wagering is
concer ned. I think that that was |argely because

we did not have turf racing. But that decrease in
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out-of -state wagering was set off by the ADW
i ncreases in ADW handl e.

The bottomine is that our average daily
handl e was up despite not having a turf course.

We think our turf course, | can report, is com ng
along fine. W have every expectation that we

wi Il encounter no problems with it, even opening
day. Sone people have said that we won't run a
turf race until June. I don't think that that's
t he case.

As | said, |'mnot satisfied with these
results, but they are better than the preceding
year. And we |look to do better in the future.

Thank you very much.

CHAI RPERSON SHAPI RO: I would like to
ask, in this end-of-nmeet summary | did not see any
staff report or report. I thought we had a policy
that the stewards would be giving us a report.

And | don't see that it's included. | was
di sappointed to see that there wasn't anything

i ncluded in our packets.

EXECUTI VE DI RECTOR FERM N: | don't
think we've had it included in the packets. But |
can, |I'll get it out.

CHAI RPERSON SHAPI RO:  Okay. | would
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staff report so that rather than just seeing

statistics, we can actually review the neet and

what probl ens were encountered,

what

corrections

can be made, and what inprovenents we can

i mpl ement to make these nmeetings nmore productive

to us. I thought that was what we thought.

EXECUTI VE DI RECTOR FERM N:

get an email ?

CHAI RPERSON SHAPI RO:

You didn't

didn't get it.

EXECUTI VE DI RECTOR FERM N: Okay.

CHAI RPERSON SHAPI RO:

the staff, please do that.

No. So | do ask

EXECUTI VE DI RECTOR FERM N: Sure.

CHAI RPERSON SHAPI RO

Okay, the next

itemwill be item number 9, Stewards Comm ttee

I f somebody who doesn't care about the stewards

commttee report is perhaps at

t he back of the

room could |l et the people who are out neeting

outsi de know t hat we are about

to deal with the

ADW matter, their time has run out. | woul d

appreciate it.

If we could have a report fromthe

stewards committee.

COMM SSI ONER HARRI S:
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on Val entine's Day, very appropriate, on Tuesday
of this week. And | was the only Conm ssioner
t here, because Comm ssi oner Shapiro was --

CHAI RPERSON SHAPI RG: On the vets list.

COWM SSI ONER HARRI S: -- on the vets
list. But he's worked since, and bl ood tested
fine.

(Laughter.)

COWMM SSI ONER HARRI S: I thought it was a
very productive neeting. It was well attended by
most of the stewards, and all gave good input. W

had Darrell Vienna there; he was a trainer and an
attorney, as a resource. And he did a great job
in reviewing the |laws of evidence and a lot of its
applications in stewards hearings. And he

remai ned for the whole meeting and we had good

i nput on several of the issues.

The whol e thing | asted about six hours
and thought it was sonething that we need to
continue to do because both for continued
education and to pinpoint possible clarifications
that we need in our own policies.

Basically one of the things we did was
| ook at several racing videos of contentious

inquiries and try to get good consensus anong the
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stewards of the way that they should be called, or
uni formty. I think there's alnmst any call that
you see, you can make a pretty good case for the
deci si on.

I think the main concern of the fans and
the public and the racing community is
consi stency. So | think the Board needs to work
with the stewards on how do we get more consi stent
calls. Obviously 90 percent of the calls are
fairly straightforward, but on the real close
calls there's always going to be a debate, which |
think we need to clarify between does a close cal
go to the concept of line in order face the stand,
or should the close call go to effectively the
horses offended should get nmoved up because absent
that offense you didn't know really how he was
going to run.

So I think Richard and I and Ingrid and
whoever else is interested needs to work on this
and see if we can come up with really a nore
uni fied approach to these inquiries and elimnate
a lot of the debate that we have on contentious
inquiries.

Anot her issue that was discussed was the

required blood test to get off the stewards I|ist.
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And this is just kind of a |logistical problem
But apparently now you have to have, when you
enter you have to be off the vets list. And the
problemis we've got 72-hour entries at times, and
we' ve got delays in getting the blood tests back

I think the CHRB has some latitude in
wai vi ng that when a horse enters, as long as that
horse doesn't take the place of another horse in
the race, got second preference and doesn't nmake
the -- isn't the sole horse, or make the race go
in case it isn't able to start later. So | think
the consensus is there that we do need to get sonme
flexibility on that.

We al so tal ked about the overal
capability of the video equi pnment that we use to
anal yze races. And | have sone concerns that even
t hough we have a | ot of good caneras and a | ot of
good camera angles, we need to be sure that we're
state of the art, and we should be digital rather
than tape. And we should have a system that would
all ow stewards to | ook at any point in the race by
different angles at the same time. MWhere we don't
exactly have that now, where you could see the
head-on and the pan shot at a given point to see

really better what was happening. So we need to
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fine-tune our video capabilities.

Anot her thing which was an interesting
di scussion was the overall interaction between the
stewards and the nedia. Really we're in a much
mor e nedi a-oriented world now than we were 10 or
15 years ago, with TVG and HRTV, and so the other
net wor ks covering racing, really TVG and HRTV
covering virtually every race, and comments on it.
And there everyone is an arnchair steward
including the commentators. And there's a | ot
nmor e di scussion at the media |level of any inquiry
in a race

And | feel there's a need for the
stewards to explain their decisions, conflicting
opi nions on that. I don't think we want the
stewards have to defend their positions, it's just
they should be able to explain what did happen. I
think that will give them nore credibility.

We're trying to work with them on that.
Some of the stewards feel that, you know, a call's
a call and just nmove on to the next race, don't --
we shouldn't have to say anything. But, 1 think
it really enhance the credibility. And it has
happened on some occasi ons where they do conment

on why a call was made.

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

108

Because a | ot of times when you see some
call that you think is disputed. And you see the
whol e thing, you see the reasoning for it. It
really reinforces the reason the call was made.
And | think it'll be a good thing to do going
forward. And | think once it catches on it wil
help the overall credibility.

So we're going to continue to have these
meeti ngs and we've got a good group of stewards.
We hope we can just keep continually enhance our
capabilities.

CHAI RPERSON SHAPI RO: Thank you for,
first of all, | thought the report that you gave
was extrenely conplete and | would hope that we
woul d have each committee that we have a report
i ke that.

I did, despite being on the vets list, |
did get downl oaded on it froma variety of people,
i ncluding yourself and Ingrid and Darrell Vienna.
It sounds to me that a |l ot of progress was made
t owards hel ping us institute and review the rules
that we're currently using for making decisions
and creating better consistency which will benefit
the sport and our fans. And | think it was an

excel l ent neeting. And to everybody that

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



109
participated, | do thank you

Okay. All right, we're going to take a
five-m nute break again. I"msorry. MWhich will
allow Richard Castro to use the restroom

(Laughter.)

CHAI RPERSON SHAPI RO:  And then we will
come back and we will then deal with item number
7. Thank you.

(Brief recess.)

CHAI RPERSON SHAPI RO If everybody will
pl ease take a seat | prom sed Conmmi ssioner Harris
he would make the first race, so we've got to get
on with it.

Okay. This is going to be item number 7
on the agenda. It's long, and so |I'm not going to
read it, but | would like to just make an
i ntroduction of it.

This matter is a continuation, in part,
of last nonth's discussion. But focuses only on
i ssues in dispute. And is being heard by the
Board as a result of multiple requests by the
Board to hear the matters.

Hor seracing | aw states that matters in
di spute shall be heard by the Board under section

19604(k) . It states: Any di sputes concerning
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interpretation or application of this section
shall be resolved by the Board."

To my know edge there are a variety of
i ssues that are currently in dispute, which
i nclude but are not limted to, how hub fee rates
are determ ned; who can inport thoroughbred races;
and when. And when a dispute exists, how should
t he di sputed funds be accounted for.

If I"ve omtted any other issue in
di spute that we need to deal with i would like it
brought to our attention.

This agenda itemis not intended to be a
di scussi on on the way ADW should be conducted in
the future, or any nodifications of the existing
agreenments. Those issues will be discussed in a
series of nmeetings to be chaired by me and Senat or
Dean Florez. The first meeting of which is
schedul ed for February 24th.

I nmust add that I'd hoped this Board
woul d not have to hear these matters today. And
I've tried to get the parties involved in the
di spute to meet together to work through their
di fferences. Therefore, |1 hope they will continue
to do that, because | believe it's in the best

interests of the racing industry.
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Therefore, | will open it. And | see
that M. Couto is already standing at the podium
wi th words of wi sdom

MR. COUTC: | doubt that, but, Drew
Cout o, Thoroughbred Owners of California. Good
morning to the menbers of the Board -- | should
say good afternoon

I think you're all aware that the
parties with interest in this matter have been
di scussing a possible way to resolve or postpone

t he di scussion of these itenms in front of the

Board.

And |I'm pl eased to say that we have
reached an agreenment temporarily that will take
sonme time -- | shouldn't say we've resol ved the

i ssues, but we've agreed on a process to go about
trying to resolve the issues, both short-term and
l ong-term

And | must thank Senator Florez and Bob
Al varez for their efforts today to get the parties
to speak candidly and reasonably about what was
goi ng on.

Based on everyone's agreenent, we would
like to jointly request that the Board continue

this agenda itemuntil March, and that the parties
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will be working over the next 30 days to again
reach an accommodation to everyone's interests.

And we may come back -- | want to be
upfront, that we may come back and ask for an
additional 30 days to the April Board neeting to
resolve it, because of the conmplexity of the
i ssues.

So, with your perm ssion and
acqui escence, again we'd like to take this item
of f cal endar today and reschedule it for March;

that it may or may not go then.

CHAI RPERSON SHAPI RO: I have no
obj ection to doing that. In fact, | encourage it
because | expect it will be a very |lengthy and

i nvol ved di scussi on.

And | want to thank all the parties for
getting together and trying to ami cably work
through an issue. And | want to especially thank
Senator Florez and M. Alvarez for their
assi stance in helping bring this matter to a
hopeful conclusion that will benefit horseracing.

So | have, unless any other menber of
the Board has any objection, | would agree to
defer this matter to the next Board neeting.

Having said that | see that Senator
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Florez is in the audience. I would like to ask
himto not only be recognized, but | would also
like to extend my thanks because | know he's been
doing a yeoman's job out there. And we're very
fortunate to have your involvenent in hel ping
racing in every which way.

SENATOR FLOREZ: Thank you, M. Chairnman
and Board Members. John Harris and | share a
tough part of California's Central Valley, and
we're used to rough-and-tunmble politics. But |
can definitely say that Sacranmento has nothing on
t hi s Board.

So | would |look forward to you, M.
Chai rman, working with you. And | wanted to
publicly thank you for neeting with me more than
numerous tinmes. And | wanted to publicly thank
you, as well, for your |eadership in trying to
hel p resolve this issue. It's an outstanding
i ssue that obviously the Legislature is extrenely
m ndful of, given the sunset in 2007. And we're
extremely attentive to the issues that surround
this particular issue.

And nore inportantly, |1've |earned a few
ot her things about offshore gam ng that we need to

talk to the Board about. And would be very
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interested in conducting an oversi ght hearing on
just what California can do with our powers, given
the new technol ogies. W |look forward to working
with you, M. Chairman, on that issue, as well

And | want to thank you for allow ng us
to be here today. It's been very informational.
We very much appreciate it.

CHAI RPERSON SHAPI RO: Well, thank you.

(Appl ause.)

CHAI RPERSON SHAPI RO: I must tell you
that in the series of discussions and emails and
meetings that we've had, | think racing is very
fortunate to have sonebody not only with your
position but also your intellect that can possibly
help racing nove forward in the 21st century to a
brighter day in California.

And | totally enmbrace and hope that we
can work together as an industry and avail
oursel ves of your skills, along with everybody up
here, and everybody in the audience, to truly make
it a better environment for all segnents of the
i ndustry and all vendors and everybody el se.

So, thank you.

That being resolved thankfully, we're

now going to move on to general business. I would
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like to state that under general business we wll
only hear matters that are not involved in any
litigation, any clainms, any subject |lawsuits. And
therefore, no other matters will be heard of that
type. But if they are, in fact, general, we wil
listen to them

MR. JAMGOTCHI AN: M . Chairman, Members
of the Board, my name is Jerry Jangotchi an. ' ve
been up here before, as you know. I own over 100
t horoughbred race horses | ocated throughout the
wor | d.

My concern is to inprove thoroughbred
horseracing in California. But | think the
i mprovement needs a start with a new rul e book.

My comments today will be regarding the rule book.
A book that has not been reprinted since 2003.

Nor has it become available to the public or

i ndustry for over three years because of what Ms.
Ferm n states is a budget crisis.

There's no opportunity to acquire this
rul e book. In fact, | requested it through Public
Records Act and was told that nothing was
avail able until M. M nam handed me one of his
copi es.

So | think it's right, and something

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

116

that the Board needs to do i nmediately. And I
think it needs to order Ms. Fermin to have the
rul e book reproduced and reprinted so that
trainers, the backstretch enpl oyees and everybody
who's interested in California racing knows what
the rules are.

There are many enpl oyees, main trainers
don't have conmputers. And | would ask that the
Board take under consideration the fact that we're
wor ki ng on a 2003 rule book. And I think this is
2006. And | think there's funding to reprint the
rul e book.

So | was wondering if the Board woul d
entertain a rewriting or reprinting of the rule
book. Is that something that's interesting to
you?

CHAI RPERSON SHAPI RO: M. Jangot chi an, |
tend to agree with you. I don't know why the rule
book has not been reprinted since 2003. I think
you make a very good point. And | think that
everybody who's interested in the racing rules,
since they must adhere to them should have the
ability to have a good and not necessarily rely on
a conputer.

So | will ask staff to | ook into that
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and report back to me as to how we can get a rule
book that incorporates al the changes between 2003
and the present time. And thank you; | appreciate
the comment.

MR. JAMGOTCHI AN: Gr eat . That's nmy
first comment.

CHAI RPERSON SHAPI RO: M. M nam .

MR. JAMGOTCHI AN: Oh, sure.

MR. M NAM: Roy M nam , Horseracing
Board Staff.

In response to your direction, M.
Chairman, the staff is in the process now of
updating the rule book, and it will be printed by
July of this year.

CHAI RPERSON SHAPI RO: Wonderful. And
before you go away, M. Mnam , for our people,
partici pants or anybody interested in obtaining a
rul e book, how would they obtain one? Do we sel
then? Do we make them avail able? How is that
done?

MR. M NAM : Ri ght now we have very few
copies in our headquarters office. I don't know
if we have any copies in our field offices or not.
But for now we can print them out on the internet

if there is a request.
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CHAI RPERSON SHAPI RO:  All right, well, -

VI CE CHAlI RPERSON MORETTI: | can tell
you that other state agencies, because of the
fiscal concern, put them only on the internet.
And/or if they are in print, they are sold, so
that there's no cost incurred to the state.

COMM SSI ONER HARRI S: Yeah, it should be
clear, they are available on the internet, the
updat ed version. And maybe, you know, possibly

due to the audi ence we have, it's probably good to

print them occasionally. But clearly it's not
correct to say they're not avail able.
CHAI RPERSON SHAPIRO:  Well, 1 will stand

corrected. They are available on the internet. I
did go on the internet and | ook, nyself. And what
I woul d suggest is that we investigate what the
cost would be to print 1000 copies or so forth,

and that we do see if we would sell them And if

you'll come back to us with options that we can,
as a Board, make a decision, |I think that would be
useful .

MR. M NAM : Well, we have, in the past,

charged $5 for the book, for the rule book, as

well as the | aw book. We usually charge for those
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who are outside of the horseracing industry. And
generally for trainers and |licensees we usually
just give it to them

CHAI RPERSON SHAPI RC: Okay, thank you
very much. Okay, that --

MR. JAMGOTCHI AN: ' m not done. ['m
certainly not advocating these rule books be given
away for free. I think they should be charged. I
mean |'d be happy to pay for it just |like nmost the
trainers woul d.

CHAI RPERSON SHAPI RO: That's fine, thank
you. Then you owe Roy five bucks.

MR. JAMGOTCHI AN: That's fine.

CHAI RPERSON SHAPI RO: Okay. Al |
right, --

MR. JAMGOTCHI AN: W th regards to ny
coments today, ny comments are with regards to
the rules that Ms. Ferm n and members of her staff
are ignoring.

At future meetings I'Il provide you with
rules which are totally being disregarded,

i mportant rule, rules that are in the rule book.

Now, the inmportance of these rules not
being enforced are it's being the basis of an

action that | have against M. Slender. And |'ve
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been - -

CHAI RPERSON SHAPI RO: M. -- M. --

MR. JAMGOTCHI AN:  And |'m not talking
about the action --

CHAI RPERSON SHAPI RO: Wait a m nute, M.
-- do not go into any actions --

MR. JAMGOTCHI AN: Fi ne. ' m been
i nundat ed over the |last two or three weeks with
documents, exanples, rulings and tel ephone calls
from CHRB enpl oyees, former enmployees, trainers,
backstretch peopl e about unequal enforcenment of
the rules.

And in npbst cases, outright disregard of
the rules by Ms. Ferm n and her enpl oyees. I can
tell you, it seens |ike many good CHRB enpl oyees
do not respect the job that Ms. Ferm n is doing.
And, in fact, they want change. They're tired of
being told to shut up, to stay out of it, and are
being -- and stopped from doing their job.

We have a declaration by a former
associ ate steward who Ms. Fermn told, in a
matter, to shut up and don't get invol ved.

Now, all of this will come out in
depositions --

CHAI RPERSON SHAPI RO:  All right, M.
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Jangotchian, |'m going to have to stop you. This
is not -- if you have comments --

MR. JAMGOTCHI AN: Okay, let me get to
the rules --

CHAI RPERSON SHAPI RO: -- no, no, let ne
finish -- let me finish. If you have comments
that you wish to make that are not personal to any
i ndi vidual and to which you would like to make
comment, we're willing to listen to that.

MR. JAMGOTCHI AN: Fi ne, okay.

CHAI RPERSON SHAPI RO: Pl ease do not get
into any depositions or any personal assailing of
anybody what soever.

MR. JAMGOTCHI AN: That's fine. This one
hi ghly qualified CHRB enpl oyee was stym ed by the
man who's file -- to CHRB, where that person told
me directly that someone -- that the CHRB needs
someone who's not in the racetrack's pocket
managi ng horseracing.

We need someone who respects us, the
horses and follows the rules. That's a direct
quote fromthis enpl oyee, former enployee.

Today |'m going to give you an exampl e
of what | nean.

CHAI RPERSON SHAPI RO: What is the nanme

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

122

of the former enployee?

MR. JAMGOTCHI AN:  You can see her
declaration. Her nanme is G na Powell .

CHAI RPERSON SHAPI RO: Ckay.

MR. JAMGOTCHI AN:  And the decl aration
was provided in the lawsuit and you can read it.

CHAI RPERSON SHAPI RO: Okay, but now
we're getting back to the |awsuit.

MR. JAMGOTCHI AN: That's fine, okay.

CHAI RPERSON SHAPI RO: Okay, please --

MR. JAMGOTCHI AN:  Well, you asked. I''m
just telling you. Now, with regards to two rul es,
"1l just give you two rules today that are
i mportant that are totally being ignored. And
sent an email to you with regards to one of them

And that was rule 1537, which states
t hat obviously a verbatimrecord needs to be nade
of all the hearings before the stewards. Wel I,
wanted to ask you, M. Chairman, are verbatim
records being made of neetings in front of the
stewards at this time? Do you know?

CHAI RPERSON SHAPI RC: I don't know. |
don't have an answer.

MR. JAMGOTCHI AN:  Wbuld you ask Ms.

Ferm n? Maybe she can answer that for you.
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CHAI RPERSON SHAPI RO: We will look into
that and we will report back on it, thank you

MR. JAMGOTCHI AN:  The answer is no.
Rul e 1537 being totally ignored. Now, why is it
bei ng i gnored? Obviously she doesn't want a
record of what happens.

CHAI RPERSON SHAPI RO: M. Jangot chi an,
you asked me a question --

MR. JAMGOTCHI AN: Right, I'Il go to the
second --

CHAI RPERSON SHAPI RC: -- if it's --
pl ease nove on.

MR. JAMGOTCHI AN: "Il go to the second
rul e. Rul e 1582 is also being ignored, as there
are no written entries being taken. Therefore,
according to the CHRB rul es, none of the entries
of any horse in any race are valid.

I urge any licensee to cite this rule
wher e applicable, because without a valid entry
they can't be in violation of anything. Wbuld you

like to address why this rule isn't being

observed?

CHAI RPERSON SHAPI RO M. Janygotchian, |
have no personal knowl edge on that. Therefore, |
will ask staff to look into it.
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MR. JAMGOTCHI AN:  Well, that's why |I'm
bringing these rules up to you, M. Chairnmn.

CHAI RPERSON SHAPI RO: | appreciate it.
Is there anything else?

MR. JAMGOTCHI AN: Yes.

MR. KNI GHT: M. Chairman.

CHAI RPERSON SHAPI RO: Yes.

MR. KNI GHT: Could | comment on the
first rule, the comment he nade?

CHAI RPERSON SHAPI RO:  Yes, of course.

Of course.

MR. KNI GHT: The rule doesn't require
verbatimtranscript of every hearing. If you read
subdi vision (b) of that sane rule, at the
di scretion of the stewards, it merely requires
that they have a certified court reporter or
el ectronic recording equi pment there. It
doesn't -- there's nothing that mandates a
verbatimtranscript of those hearings. That's the
only part that, you know, | want to nake sure it's
clear --

CHAI RPERSON SHAPI RO: Al'l right, thank
you.

MR. JAMGOTCHI AN:  Well, |I'm reading

1537(a), a verbatimrecord shall be nade of al
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heari ngs before the stewards in any matter other
than those relating to riding infractions.

CHAI RPERSON SHAPI RO:  Okay, --

MR. KNI GHT: Exactly. Subdi vi si on (d)
says, notwi thstandi ng subdivision (a) blah, blah,
bl ah. So, anyway, --

MR. JAMGOTCHI AN:  ©Oh, yeah, yeah, it
doesn't have to be verbatim but it has to be
recor ded.

MR. KNI GHT: Exactly.

MR. JAMGOTCHI AN: Ri ght, so | mean if
it's not verbatimthat's fine, but there's got to
be a record. There's no record.

CHAI RPERSON SHAPI RC: Okay.

MR. JAMGOTCHI AN: Now, with regards to
somet hing else that's tragic, and something that |
am a horse owner and very cognizant of. And I'd
like M. Moss and M. Harris to think about this.

If you have a horse in a grade one race;
and you're aware of a horse in that race that's
ineligible. And the ineligible horse wins. What
woul d your feelings be? Wuld you stand by and
say, well, that ineligible horse won, that's okay,
I'I'l just take my horse ran second; cost ne

$100, 000? What would you guys do?
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COVM SSI ONER HARRI S: Probably | ook into

MR. JAMGOTCHI AN:  Well, let me tell you
that's exactly the right answer. And there's a
circunstance that is being withheld from me, which
' m al ready aware of. It happened in September
this year at Del mar.

A horse was allowed to race when it had
a lasic shot that was adm nistered 35 m nutes
after the deadline. The vet that adm nistered,
and you can stop nme any time you'd |like and
correct me, Ms. Fermn, if you think these facts
are wrong -- but this lasic shot was adm ni stered
35 m nutes | ate. The vet who adnmi nistered the
| asic shot, who was |l ater fined $750 for
falsifying the record.

This horse was then allowed to run
Interestingly enough, the state vet knew that the
horse had a lasic shot after the deadline; the
security guards and the security officer knew that
this lasic shot was admi nistered after the
deadline; Ms. Fermn knew that it was adm nistered
after the deadline; Del mar Track management knew
it was adm nistered after the deadline. And guess

what? The horse ran; the horse won; and it was
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kept under the table.

Now, we'll provide you with nore
docunent ati on. Ms. Fermin can provide this
information to the Board. The horse won the
Pal omar Handi cap. The horse's nane is
I ntercontinental.

And if you don't believe that the purse
shoul d have been redistributed in that race, | can
show you Board rulings where |lasic shots have been
adm ni stered | ate, where the horse was scratched.
Mul ti ple.

Now, we have Ms. Fermin allowing this
horse to race and win a state's race. And the
other owners in this race are now aware of what
happened. The reason why I|Intercontinental raced
in this race was because it would have affected
t he handl e of that race. But as an owner of
racehorses, just |like you two gentlenmen, if that
ever happened to nme |I'd be on the lawsuit in a
about a m nute and a hal f. But unfortunately,
nobody knew because all this was kept secret by
Ms. Ferm n.

So, we'll talk about other things
i nvol ved with what's wrong with horseracing, but

I'd like you gentlemen to review the
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Intercontinental file. And Ms. Fermn will not
produce it, but we'll get it from her.

But those are just two of the issues |I'd
like to start with tonight. And I know you want
to get to the races, | do, too. But 1'Il have a
couple nore rule violations next meeting. Thank
you.

CHAI RPERSON SHAPI RO: Thank you. |Is
there anything el se under general business?

MR. CASTRO: Good afternoon; my nanme is
Ri chard Castro; | represent parimutuel clerks.

And | would just like to say that every once in
awhile in the mutuel department we have a problem
or two. And | just want to report to you that |
think we do an excellent job in solving them
working with the industry, as a whole.

Thank you.

CHAlI RPERSON SHAPI RO:  Thank you. Before
you go away, M. Castro, --

(Laughter.)

MR. CASTRO: How about a five-m nute
break?

CHAI RPERSON SHAPI RO: No, you've had
your five-m nute break. I am aware that you

brought to my attention yesterday a issue that is
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a continuing problemw th respect to a situation
down at Surfside facility. And |I'm assum ng
that's what these packets are that you've passed
out to us?

MR. CASTROC: What | did in the neeting

yest erday - -

CHAI RPERSON SHAPI RO: Is that right?

MR. CASTRO:  Yeah, that's --

CHAI RPERSON SHAPI RC: I's that what these
are?

MR. CASTRO: | agreed at the neeting,
all the docunents that | have relating to that
issue | put in a packet. And |I said that | would

distribute it to everybody. And because you had a
CHRP representative there, | wanted to make sure
all of you got copies, as well. Yes.

CHAI RPERSON SHAPIRO: | sinply wanted to
|l et you know that | am going to ask our staff to
|l ook into the matter with respect to any nold or
bl ack mol d problenms that are there. It is of
concern, and | assure you that we will ook into
it and work with you to try and resolve the
matter.

MR. CASTRO: It'll be a pleasure to work

wi th you.
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CHAI RPERSON SHAPI RO: Thank you. I's
t here anything el se under general business?

Is there anything under old business
that needs to cone before the Board?

There being none, 1I'lIl then adjourn the
meeting and thank everybody for their attendance.

(Parties speaking simultaneously.)

CHAI RPERSON SHAPI RO: Oh, sorry, sorry.
Hold it, hold it, hold it, I'"msorry, one second.
We have a slip in here. M . Hal pern

MR. HALPERN: Ed Hal pern, California
Thor oughbred Trai ners. Sorry; | didn't want to
make you clear the field again.

Under new busi ness we woul d just request
that the Board put on the agenda for its next
meeting that there seens to be sonme concern up in
northern California about trainers who bring in
horses from out of state for fair meets, and the
new 60-day claimng rule.

The concern is they bring in their
horses and they can have them all clainmed and | ose
all their horses, but they can't take any horses
back with them that they claim

And we would ask the Board to review the

i dea of creating an exception to the rule for
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short meets so that trainers under those
circunstances would be allowed to take horses out
of the state.

CHAI RPERSON SHAPI RO: Al right, we wil
gladly put that on our agenda.

COWM SS|I ONER HARRI S:  One of the ideas
would be -- it maybe would take care of it, it's
now t he whole fair as to when we gave the purpose
of that rule, each fair -- to claimthe horses.

Si xty days after that --

MR. HALPERN: I think it's something
t hat we ought to discuss and see --

COWMM SSI ONER HARRI'S: The whole idea is
to keep horses in California, but the way it is
now you basically claimthe horse --

MR. HALPERN: Right. Well, the fear I'm
hearing is that people from Washi ngton and such
are saying, |'mnot com ng because |I lose all ny
horses and | don't get to take any back.

CHAI RPERSON SHAPI ROC: I think we'll put
that on as a discussion item at our next neeting.
Thank you, and the nmeeting' s adjourned.

(Wher eupon, at 12:48 p.m, the neeting

was adj our ned.)

--000--
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